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a Avvepuiiillin Contrubution 


OU are herewith invited to sit as the jury, in the court of public opinion, at 

a trial of our economic and political system. It is a trial at which you, and 
we, have quite literally everything at stake. We have used our utmost endeavors 
to present both sides, and all aspects of the case fully and fairly. All the hard 
thinking; all the patient planning and innumerable conferences which have pre- 
ceded the appearance of this “War and Wealth” issue on your desk—will prove 
worth while in precisely that degree to which you make use of the facts it puts 
before you. 


It would be the most foolish of affectations even to try to conceal the pride 
with which we present to you this issue of Trusts and Estates. We believe we 
here commence a real contribution to the defense of America—and the task of 
making America still more worth defending. 


This undertaking has been in itself rewarding, foremost being the prompt 
and generous response of the distinguished men whose contributions you will read 
in this and later issues, to our invitation to co-operate in an authoritative ap- 
praisal of the financial aspects of today’s World Problem No. 1—war and revolu- 
tion. We are grateful to every one of them for the public spirit which caused 
these men of international reputation to join us in what promises to become, 
thanks to their unselfish labors, a unique and epochal contribution to America’s 
economic history. 


Just how important and valuable this contribution to America’s financial 
mobilization may be, is in every real sense up to our readers. At this point you 
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“take over.” We in the United States are most fortunate in having the greatest 
remaining citadel of free speech and a free press. We must use it—or lose it. 

There is no better help in the search for reliable guidance in doubtful times 
than to observe and compare the disagreements of able men. It is precisely be- 
cause our contributors repeatedly differ that they will repay thoughtful study. 
For example, consider the gold question. In this issue you compare the varying 
opinions, and the reasons therefor of a distinguished European (Dr. Schlomann), 
a brilliant American (Dr. Brown) and the dean of American historians (Dr. 
Beard). 


Consider, again, the actual nature of the Nazi threat to us. You can here 
set against Miss Dorothy Thompson’s already famous report on German plans, 
Peter F. Drucker’s analysis of totalitarian technique, and Demaree Bess’s report 
on “Hitler’s weapon against us;” Dr. de Haas’s broader examination of the whole 
problem, and Mr. Berle’s views on the use of surpluses. 


Turn to our own mobilization. Senator Byrd describes the obstacles from 
our national debt; Walter Lippmann says it is no obstacle at all; Professor Pat- 
terson sheds light on both viewpoints, and the thread leads through the papers 
of Messrs. Frank, Riddle and Lewis, and back to Dr. Schlomann’s observations 
on the right use of capital, with something gained from each of clearer under- 
standing of the whole. Financial mobilization will be further described in sub- 
sequent issues. 


We have devoted ourselves single-mindedly to just one purpose—to put be- 
fore you the most complete, authoritative and informative summary of fact and 
expert opinion we could by any means assemble. We put aside any pride in hav- 
ing only original and exclusive contributions. Current literature and platform 
talks were searched for any really pertinent and illuminating material, asking 
only “is this something financial leaders ought to have?” “Would the symposium 
be richer with it?” The resulting Digest Section is unique—it brings together 
widely scattered and previously unrelated news and facts. 


We have many reasons to believe that the original contributions are espec- 
ially practical and informative. We take especial pride in introducing Dr. Schlo- 
mann to the American financial audience. His account of the new conception of 
capital which was growing up in Germany until destroyed by Hitler, and its pos- 
sible value to us, should lead to much constructive thinking. 

This August issue is only the beginning of our task. In September, October 
and later you will read the views of such men as Felix Morley, Dr. Marcus Nad- 
ler, Mordecai Ezekiel, Constantine McGuire, Earl Schwulst, Mark M. Jones and 
other equally excellent appraisers of the current scene. 


This magazine is making here a contribution of immense practical value to 
America’s financial progress and security, such as no other financial publication 
in this country is to our knowledge even attempting. But to reap the full benefit, 
the financial community—and that means every man in America who helps man- 
age the savings of this nation—must study and avail himself of this informa- 
tion and expert opinion. Isn’t it part of your own proper contribution to the 
common cause, not only to pass this magazine along to any other man who, you 
feel, ought to read these articles, but to help us make every such man a subscriber 
“for the duration’? 


An order form is inserted in this copy to help you carry out that assignment. 
By using it you will assist in developing co-ordinated, informed leadership in 
our economic mobilization. 





Capital In A Democracy 


Economic Lessons for America of European 
Capitalism’s Collapse 


ALFRED F. SCHLOMANN 


Dr. Ing. Alfred F. Schlomann, who came to this country about two 
years ago, was one of the distinguished German consulting management 


engineers and certified public accountants. 
reputation he was the adviser of well-known enterprises and factories. 


As economist of European 
Dr. 


Schlomann introduced the combination of technology and scientific man- 
agement which is considered to have established a new science upon which 
the success of business may be definitely grounded. His intimate knowl- 
edge of Nazi objectives, criticisms of a potential but latent capitalism and 
analysis of trade and money controls combine to point the way to a 
dynamic and defensible economy.—Editor’s Note 


T the time of writing this article 
A it is still an open question whether 
the military and political successes of 
Hitler will last or, through the success- 
ful resistance of England, burst like 
bubbles. It is also undecided whether 
the defeated nations will, in the long 
run, adapt themselves politically and 
economically to a management construc- 
ted on the Berlin theory and enforced 
by dictatorial measures. 

The statement often heard that Soviet 
Russia has proved for more than twenty 
years that a political economy dealing 
with various nations and races, and en- 
ormous areas, can be mechanized and 
formed autarchically, with a happy and 
prosperous population, is by no means 
correct. The Russian economy is a com- 
promise between a completely controlled 
economy, and the exchange of goods on 
a private economic basis with countries 
where the capitalistic system is still in 
power. 

Contrary to all theories and all the 
expectations of the initiators, the Rus- 
sian development has proved that econ- 
omy cannot be artificially constructed 
but must grow and develop organically, 
though here and there it may be useful 
to apply some corrective measures. 


“Totality”’ Means World Totality 
or Nothing 


HE dictatorial ideas of the Nazis, 
mainly derived from Communist 


ideology, in practice differ from them 
only in the modulation and the method 
of propaganda. Private property in the 
Reich has de facto been handed over to 
the government; so has the “intellectual 
property” of individuals, and the services 
of industrialists, business and profes- 
sional men, farmers, bankers, scientists 
and laborers. All kinds of human work 
are organized according to the Prussian 
military example. It would be a great 
error to assume that this economic and 
military division of effort, and the or- 
ganization of distribution and use of 
goods, has only been established in prep- 
aration for the present war and that, 
once the war is finished, private prop- 
erty and private initiative will be re- 
stored in Germany, or even in Europe, 
in case of Hitler’s victory. 

Private property and liberty of action 
in business and science in no way agree 
with Nazism, Bolshevism and Fascism. 
Within these “isms” there is no room 
for shades, grades or compromises of any 
kind. This lack of compromising abili- 
ties, resulting in an absolute lack of 
humor, is what “totality” means. This 
inevitably sets Hitler-Germany in com- 
plete opposition to the British Empire, 
and to North and South America; and 
this opposition must persist as long as 
these large areas do not give in to this 
economic dictatorship. Germany, or 
Hitler-Europe, will only be able to find 
the solution of all world-wide problems 
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by a “Plan-Economy” of the earth. Only 
then will Hitler’s dream of dethroning 
gold come true. By “Plutocratic democ- 
racies,” whom he is fighting he means 
all territories where gold is the measur- 
ing standard. 


The Battle Has Only Begun 


UT nothing could be more risky 

than to believe that by Hitler’s mil- 
itary and political success the world al- 
ready has become totalitarian to a great 
extent, or even that a temporarily total- 
itarian, degenerated Europe (including 
Soviet Russia) could force the other 
parts of the world, still very extensive, 
to establish economic totality. Such an 
assumption would be the perfect defeat 
of all the countries in the Western and 
Eastern Hemispheres not yet involved 
directly in the war. Moreover, the dem- 
onstration of the possibility of perfect 
realization of a totalitarian world econ- 
omy is yet missing. The time of experi- 
ment has been too short. History deals 
with much larger periods, which cannot 
be shortened even by the quickest devel- 


opment of technics and science. 

The political leadership of the United 
States has realized, though very late, 
the meaning of the Hitler search for 
“living space;” first, brutal destruction 
of the political power of the territory to 
be conquered, after that its complete 
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embodiment in the “Nazi-Economy”! 
Military defeat of the United States 
would deprive the country of her econ- 
omic independence at home and abroad 
to the point of forcing her to obey, not 
the Administration in Washington but 
the Government in Berlin. There is no 
need to demonstrate what the conse- 
quences would be for private property, 
for industrialists, farmers, laborers and 
all. 

England’s fight against Hitler is but 
a preliminary economic skirmish for the 
United States; this should be much more 
clearly recognized than it has been so 
far. If England prove unconquerable, 
this would save the United States both 
military fighting and an attack on her 
economic liberty. Should, on the other 
hand, England be defeated, the danger of 
a military and economic attack would 
come close to this country. The present 
European dictators will be forced to this 
because the coming impoverishment of 
Europe will not offer them any other 
chance; the European autarchy they have 
in mind must remain a hopeless Utopia. 
No continent, because of modern 
science and human fertility, can any 
longer exist separate from the others. 
In no continent, in the long run, can 
the steadily lower and lower living stan- 
dards of the population connected with 
control-autarchy be sustained. What we 
already experience in 
our day in this respect 
in Germany, Italy and 
Russia are _ feverish 
symptoms leading either 
to a total collapse or, 
let us hope, to a sound 
recovery. Once the dan- 
gerous slogans of a mis- 
leading propaganda dis- 
appear, the traditional 
and natural ideas of 
wealth, property and 
capital in their ethical 
meaning will be again 

accepted at full value. 


Mistakes of Capitalism 


OWEVER, these 
conceptions should 
be purified in the Uni- 





ted States. It cannot be denied that a cer- 
tain abuse of capital has been caused by 
industrial development too violently hast- 
ened by the progress of technics and 
science. Furthermore it has caused a 
political development, which cannot be 
denied, either by governmental force, by 
adverse criticism or by a social boycott 
of its defenders. Communism, Nazism 
and Fascism could only grow to their 
present extent on ground fertilized by 
social and economic discontent. The dic- 
tators could only attain such superior 
authority by promising the people libera- 
tion from economic misfortune and soc- 
ial oppression. 

All the historic revolutions have de- 
veloped according to this recipe. From 
this recipe Hitler derived his prediction 
of the “thousand years’ empire,” of the 
elimination of class distinction, and of 
the confiscation of private property in 
favor of the State. In his program, pri- 
vate property should only be left to in- 
dividuals so long as they deal with it 
according to government regulations. 

The disastrous treaty of Versailles, 
drawn up without any profound under- 
standing in political and economic re- 
spects, caused in Europe a movement of 
anti-capitalism, mainly because it shifted 
the relative positions of production 
plants to their altered political borders. 
In all the new states industries were 
bred without selection, completely neg- 
lecting the conditions of location, backed 
by unreasonable protective duties; nat- 
ural markets were cut through, unpro- 
fitable sources of raw materials devel- 
oped; economic war between states was 
carried on violently. 

The industrial over-capacities, grown 
up after the first World War in Ger- 
many, England, France, Italy, etc., in- 
tensified this economic war for a time 
and caused mergers of large and medium 
production plants, welding them vertic- 
ally and horizontally, absolutely neglect- 
ing the economic and social needs of the 
former proprietors and employees. 

The Climax of Ultra-Capitalism 

HE only point for such transactions 

was the return on invested and work- 
ing capital, which was largely concen- 
trated in banking institutions. Indus- 
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trial leaders in Germany, Austria and 
Czecho-Slovakia were replaced by public 
and private bankers. These people had 
no sufficient knowledge of industrial 
questions. Mostly they decided only with 
regard to immediate profit; quickly and 
from a superficial point of view. They 
had no thorough understanding of poli- 
tical economics. Should this knowledge 
be necessary, they got their informa- 
tion from party officials or from indus- 
trial and labor unions, altogether par- 
tially influenced. 

Depreciation was taken from funds or 
reserves, instead of being considered as 
cost. Personality and tradition became 
eliminated from plants hitherto individ- 
ually built up and managed. Former 
owners and industrialists were moved to 
the boards of subsidiary enterprises, 
thus becoming absolutely insignificant. 
The man sitting today in the chair of a: 
general manager didn’t know whose 
property this chair was, or who would 
sit in it tomorrow. 


This process of suicidal self-mutila- 
tion of Central European capitalism was 
hastened by the inflation. This inflation, 
because of ambition for power, was fav- 
ored instead of being opposed by capi- 
talists such as Stinnes, Flick, Otto Wolf 
and others. The more the inflation 
grew, the more all enterprises were 
swallowed by concentrated industrial and 
banking capital. These European infla- 
tions had the effect of depriving the 
owners of small and medium property, 
employees and workmen, widows and 
pensioners, of their belongings and their 
wealth, while creating at the same time 
a cold ruthless climax of capitalism, stu- 
pid and hungry for the power to be won 
by concentrating the means of produc- 
tion and consumption. 


Social Capital—Challenge to Socialism 


HIS was the situation when the pre- 

Hitler Government made a law to 
protect productive capital and the share- 
holders, and to prevent the abuse of 
capitalism. This was the law relating 
to shares and government control of ac- 
countancy, of which far too little is 
known in this country. It would well 
repay thorough American study. 
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All this, remember, happened before 
Hitler came into power. It seems im- 
portant to state that after the First 
World War, opinion in Germany regard- 
ing the importance of capital and the 
great part capital has to play in eco- 
nomics had been changed in a way eco- 
nomically very important, among reason- 
able, thinking capitalists. Capital was 
considered equivalent, not subordinate, 
to intellectual and physical labor. 

Investment of all types in production 
of all kinds was looked upon as trans- 
forming, more or less, capital into sale- 
able labor. Capital was charged with 
the task of carrying on production ac- 
cording to the volume capacity and of 
opening, by scientific research, new pos- 
sibilities of industrial work for each part 
of the population. The turnover of cap- 
ital and volume of business had to be 
increased by welfare work for the unem- 
ployed; but—this is extremely impor- 
tant—this welfare work must be itself 
productive. The direct and indirect tax- 
es involved were expected to avoid any 
confiscation of property, but to finance 
the performance of numerous necessary 
governmental projects, which otherwise 
had to be neglected. 


Any loss of capital should be avoided 
as much as possible, capital being a na- 
tional matter originated from the sur- 
plus value of labor in past generations. 
To preserve this capital was considered 
a matter of interest for the pensioner 
as well as for the capitalist, for the 
workman as well as for the employer, 
for the public functionary as well as for 
the scientist; in short for every citizen. 

This interpretation of capital, really 
social, not socialistic, could—if capital- 
ists would identify themselves with it— 
confront successfully that of the Nazis 
and Communists, who consider capital 
wholly destructive. It underlies the Ger- 
man law of Control of Accountancy for 
the Protection of Shareholders, already 
mentioned. 

Under this law, the kind of balance- 
sheet which is merely a special plea for 
the management had to give way to an 
impartial, objective assessment. Profit 
and Loss statements had to be criticized 
from an economic and technological point 
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of view. Not only the correct handling 
of a business, but the careful industrial 
and technological management of every 
enterprise, had to be approved by crit- 
ical examination. The duties and the 
knowledge of certified public accountants 
concerning technological science had to 
be greatly enlarged. Investigation was 
based upon intensified, and scientifically 
formulated, questions. 

All this was intended for preserving 
industrial and agricultural enterprises 
and avoiding ruin and liquidation. As 
a direct consequence, many new duties 
arose for trustees, trust companies, sav- 
ings and industrial banks, institutional 
and corporate treasurers; all with the 
purpose of conserving capital and prop- 
erty. 


Can We Learn the Lesson in Time? 


OTHING, or at least not much, of 

all this has been left since Hitler 
came into power. For such measures, 
which sought to stop the social abuse of 
capital, there is no reason in a country 
where capital and property have but a 
theoretical meaning, and are only kept 
in use to subserve the international pol- 
icy of the state. 

Those democracies which so far have 
not been defeated by Hitler’s offensive 
now have a duty, for their own sake, 
(to avert dangerous ideologies which 
could produce economic revolutions and 
bring these nations into the Nazi-Bol- 
shevik trap) to learn from the failures 
of European capitalism. Business cap- 
ital in the United States will have to 
examine immediately, from a realistic 
point of view, its position with respect 
to the domestic and the future world 
economy. 

In the United States the art of distri- 
bution of goods ranks first; the sales- 
man dominates. The problem arising 
from Hitler’s war, be he victorious or 
not, first affects, for various reasons, 
the production side; the volume of capac- 
ity. Europe, impoverished anyhow, can 
only be an unimportant customer of the 
United States, even though helped by 
loans. The lowered European living 
standard and the wages for compulsory 
labor, especially low, making European 





producers underbidders not only in Eur- 
ope but in the whole world, have to be 
carefully considered. In case of a Hit- 
ler victory, he will (this may be taken 
for granted) make use of all existing 
plants according to a definite plan, and 
have all laborers, degraded to slaves, 
work for him on starvation wages, be it 
in Poland, Czecho-Slovakia, France, 
Italy, Hungary, Rumania, Yugoslavia, 
perhaps even in England. The indus- 
trial example given by Japan will be 
adapted with scientific exactitude and 
precision. 

The selling prices of European goods 
could be fixed so low—a fictitious domes- 
tic currency being established in the to- 
talitarian states—that any competition 
by countries where normal sound con- 
ditions and a gold standard exist would 
have to be considered ineffective from 
the very beginning. That means that 
a Nazi Europe will produce an economic 
Bolshevism of the whole world. 


The New Economics—Everyone’s Job 
OULD this be stopped? Yes—if 


capital and production in the United 


States immediately face this problem 
with courage and energy, and realize 
they are not confronted with a mere 
crisis but with a complete change in eco- 
nomics. Thorough examination of pro- 
ductive enterprise will produce means to 
meet competition. Production must be 
economically equipped by modern meth- 
ods within the sphere of economic-dy- 
namic laws. 

This means a fearless re-examinaion 
and radical improvement of American 
production management techniques. This 
may startle those who have been unques- 
tioningly accepting the long-established 
belief that American production tech- 
nique leads the world. Undoubtedly it 
was once the world’s finest. But has it 
kept pace? As a comparative new-comer 
it is not for me to pass judgment. But 
are American factories actually taking 
full advantage, in all cases, of the newest 
discoveries for bringing costs to the 
minimum? 

This battle has to be fought and won 
in each individual productive enterprise. 
Needlessly tolerated inefficiency and 
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waste anywhere is aid and comfort to 
the enemy. General measures of eco- 
nomic-political control by the govern- 
ment or by industries as a whole may be 
useful, but not essential. It is really 
scientific plant management at each in- 
dividual control point that counts. The 
new technique of economic analysis based 
on technology will take first place. The 
wage level and other costs are less im- 
portant in ability to compete than cor- 
rect proportion of all expenses to each 
other. This realization gives no reason 
for believing that the living standard of 
American workmen has to be changed 
because of the pressure of the new 
Europe. 

It may be doubted that a larger volume 
of capital than that already invested will 
become necessary for the United States 
to beat the competition of European 
dumping. The additional capital already 
invested and working in re-armament 
will find its profit and interest out of 
these special tasks. For still more pro- 
ductive capital there is so far no mar- 
ket here—unless it be possible to estab- 
lish a much more extended circulation 
of goods with the whole South American 
continent, shutting out European trade 
in that part of the world. 


Gold and Democracy 


HESE statements would not be com- 

plete without mention of the hoard- 
ing of gold metal in the United States. 
Reportedly the volume of gold in this 
country amounts to 80 percent of the 
world’s standard gold. It can be as- 
sumed that during the next few years 
the bulk of the newly mined gold also will 
be shipped here. It is surprising that 
industrialists and even bankers have only 
a fair knowledge concerning the signif- 
icance of gold metal and do not know how 
to master the important task of manipu- 
lating the stocks of gold. 

This is not the place to discuss the 
theory of gold. Yet it may be stated 
that any quantity of gold, exceeding the 
cover of paper currency, Means an eco- 
nomic risk as well as an economic power. 
I have noticed that, because of a well- 
managed Fascistic propaganda, the Uni- 
ted States are getting panicky about 
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gold. In case of a Hitler victory, it is 
said, gold hoarded here will at once lose 
its value as an international means of 
payment, and only keep an internal im- 
portance, if any. That means Hitler- 
Europe would dictate barter trade... 
and a very moderate one . . . with the 
United States. 

Already, after the First World War, 
Europe was impoverished — bled to 
death. At that time American gold 
returned to Europe in loans to revive 
international trade. The way this was 
done and the conditions thereof were 
wrong. Practically, this gold was 
abused; employed to pave the way for 
the present war by re-armament. Most- 
ly by Mr. Hjalmar Schacht’s subtle 
methods, the shareholders’ property in 
these loans became virtually worthless. 

If the United States will by no means 
give up gold currency, and will fight 
any change from clearing on the gold 
basis, even a Nazi Europe will be forced 
to return to the gold standard in all 
international trade — even with South 
America—although she might continue 


to deal by barter methods within Eur- 


ope. The gold hoarded in the United 
States will guarantee the economic vic- 
tory of the Western Hemisphere—pro- 
vided it is wisely managed. Gold has 
been given to mankind by Nature itself 
as a real democratic gift; it is the pillar 
and foundation of economic liberty. To 
give up gold would mean to give up 
democracy. 


Trade on Whose Terms? 


OR measuring the efficiency of any 

production or exchange of goods, 
there has to be a standard unit. Gold 
was chosen as such a measuring unit 
because of its unique applicability for 
this purpose, and has been recognized 
through all time because of its unchange- 
able qualities. 


If we dethrone gold, another standard 
unit will have to be put in its place. 
Nothing similar to replace gold could 
be found for centuries. Now Fascism is 
going to find this new unit in the abso- 
lute value of the goods to be exchanged. 
But this absolute value, too, has to be 
substantially based. The famous Dr. 
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Schacht, sparkling in all political shades 
(he was a Democrat, a Socialist, a Con- 
servative; now he is a Nazi) most prob- 
ably will base this absolute value of 
goods on the used quantity of wage- 
hours needed for the material and its 
finishing. He will demand that goods 
imported from overseas be rated by the 
same principles. Perhaps he has in mind 
other methods for measuring the ex- 
change of goods.* 

Practically, the gold unit will be pre- 
served. The same Mr. Schacht, once one 
of the most ardent defenders of the gold 
standard in pre-Hitler times, is now 
frightening the United States and the 
other democracies with the phantom of 
depreciation of gold by intimidation. 
He himself does not believe in the least 
in dethroning gold; but wants to make 
others believe in it in order to lure 
American trade into the compulsory 
economy of the future Europe. This 
would be necessary for Hitler for psy- 
chological reasons. If the Americans 
stick to their democratic system, a mili- 
tary victory for Hitler can only result 
in a complete economic defeat of Eur- 
ope, and thus in the complete expulsion 
of Nazism and Communism from all the 
countries now so tragically affected by 
war. 

The statements given by the Nazi 
Minister of Economics, Mr. Walther 
Funk, at a press conference on July 25, 
1940, to all intents admit the economic 
dependence of Germany and all Europe 
upon the United States and South Amer- 
ica. This confirms the truth of this 
treatise. There is no reason for the 
United States to be duped with regard 
to the gold standard. 

Therefore, the United States will nec- 
essarily play a most important part in 
the future formation of Europe. 


*A policy more antediluvian, with its necessary 
result—the creation of a lot of brain-trusts—can- 
not be imagined. 


124 charitable and semi-charitable insti- 
tutions received $137,836, distributed during 
1939 by the Chicago Community Trust, 
which received in the same year capital 
gifts amounting to $3,173,000. The total 
of trust funds held was $4,940,265 at the 
close of the year. 





Gold—Asset or Liability? 


Financial Readjustment to an International Economy 


WILLIAM ADAMS BROWN, JR. 
Associate Professor of Economics, Brown University, Providence, R. I. 


MERICANS are being driven by 

events to take a fresh inventory of 
their ideas about gold. It is one of the 
many inventories Adolf Hitler has forced 
them to take, and in some respects one 
of the most difficult. We now hold about 
70 per cent of the world’s gold. Is this 
an asset or a liability in the present 
emergency? Will it help or hinder us in 
meeting the economic problems that will 
grow out of this emergency? 

The first step in answering these dis- 
tinct though related questions is to dis- 
tinguish those parts of the gold prob- 
lem which belong to the past and are over 
and done with, from those which still 
confront us. The second is to interpret 
the present day problem with judgment, 
realism and imagination. Unless the 
gold problem is to remain forever the 
subject of fruitless debate between the 
defenders of outworn maxims and 
slogans and the advocates of monetary 
sleight-of-hand, it must be seen in its 
broad outlines and in modern dress. 

The root causes of our gold problem 
are war, the aftermath of war, fear of 
war and preparation for war. This has 
been our environment for a quarter of a 
century and throughout that time we 
have, with one brief but important in- 
terruption, continued to buy gold in un- 
limited amounts at a fixed price. This 
was our duty as a gold standard country, 
determined to maintain a sound cur- 
rency, but the consequences have been 
both grave and unexpected. 

Before we entered the first world war 
gold came to us in payment for exports 
to the Allies. In law we had received 


Professor Brown kindly consented to 
make the present revision of his excel- 
lent address before the Institute of Pub- 
lic Affairs, to cover points of special con- 
cern to fiduciaries and other investors. 
—Editor’s Note. 


final payment but what is final payment 
in law is not final payment in economics. 
In addition, the Allies, particularly Great 
Britain, sold us back investments they 
had previously made in this country. 
When we became a belligerent we accept- 
ed promises (the war debts) for our con- 
tinued war exports. This was not final 
payment, as we readily recognized, either 
in law or economics. Our government 
took the Allied promises in exchange for 
deposits obtained by the sale of Liberty 
bonds partly to citizens who saved, partly 
to citizens who borrowed from banks, and 
partly to banks directly. This was not 
done without pressure and even compul- 
sion. New deposits were created in the 
process. 


This was inflation, but inflation masked 
and concealed by the way in which we 
used gold. By various ingenious devices 
we concentrated gold within the country 
in our central banking system. We add- 
ed the imported gold to our own stock and 
then changed our laws so that each ounce 
of gold could serve as a legal reserve for 
a larger volume of deposits. In this way 
we kept our financial position apparently 
‘sound,’ and our gold standard banner 
flying. 


Our “Gold Inflation” 


URING the first world war, there- 

fore, we made final payment in war 
materials for capital goods received from 
abroad during the developmental period 
of our national life, and in addition ac- 
cumulated gold and promises. We had 
on one side of the ledger, military vic- 
tory, and on. the other, ‘gold inflation.’ 
After the war we continued to export 
more than we imported, running up an 
unfunded trade balance in our favor of 
about three billion dollars, and in addi- 
tion lending another billion to foreign 
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customers through government agencies. 
We also added to our inflation by expand- 
ing bank credit another billion. But in 
1920 we had to learn that war impover- 
ishes, rather than enriches. We had a 
crisis. Prices fell 44 per cent in ten 
months. . Final payment for our exports 
was not to be had, and they had to be 
contracted. But we did not have to con- 
tract them down to the level of our cus- 
tomers’ ability to pay us in goods and 
services. Nor did we have to contract 
our deposits in proportion to the decline 
in prices and in business activity, be- 
cause events abroad combined in such a 
way as to bring us gold. For four years 
(1920-24) we received payment for a 
large fraction of our current internation- 
al credits, including now interest on past 
loans, in gold. 

Though dimly aware of the fact that 
this gold was merely a financing instru- 
ment taking the place of goods to be re- 
ceived from abroad at some future time, 
that it was in fact ‘held in trust’ for oth- 
ers, our bankers were forced by our com- 
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petitive system to look for outlets for the 
added lending power which it gave them. 
They found these outlets when the stab- 
ilization of European currencies restored 
confidence in foreign securities. For the 
next five years we financed the opera- 
tion of a world economy that had never 
been brought into balance after the dislo- 
cations of the first world war. We made 
possible the transfer of German repara- 
tions. We became a haven of refuge for 
French capital and reinvested it in debt- 
or countries. We were financially strong 
and sound, so we said, and our gold re- 
serves did not contradict us. 


The Day of Reckoning 


UT in 1928 the world’s basic malad- 
justments became apparent. Our 
loans were clearly not producing the 
means for their final repayment in goods 
and services. We ourselves had a dis- 
torted and partial prosperity. When we 
became aware of these things we ceased 
to lend, and began to demand payment 
in some form other than the proceeds of 
our own loans. Other creditors did the 
same. German reparations began to be 
transferred by German resources. Pres- 
sure on debtor countries to pay increased, 
but so did resistance to receiving pay- 
ment. What has been called ‘the new 
protection’ was invented. Out of this 
soil grew exchange depreciation, the con- 
fidence crisis of 1931, the departure of 
England from the gold standard, ex- 
change control, the extreme deflation of 
the Bruening government in Germany, 
the final end of war debts and repara- 
tions, and depression in this country. 

In 1933-4, in order to escape from de- 
flationary pressure, we abandoned the 
gold standard, torpedoed the World Eco- 
nomic Conference, the last great effort 
at worldwide peaceful economic coopera- 
tion, and by our gold buying policy and 
dollar devaluation, forced artificially high 
rates of exchange on France, Germany 
and the small continental creditor coun- 
tries. We thus helped to undermine the 
fiscal and economic position of the gold 
countries and contributed to the flights 
of capital which preceded the inevitable 
readjustment of their exchange. For a 
time we helped to stabilize the situation 




















by cooperating in new techniques of cur- 
rency management but we were rapidly 
becoming a magnet for the world’s gold. 
With growing political tension in Europe 
we became again a haven for frightened 
capital. We sold securities to foreign- 
ers. We reduced our own investments 
abroad. Our banks received large for- 
eign deposits. In 1938 we suddenly de- 
veloped a surplus in our balance of trade 
of about a billion dollars by drastically 
reducing imports. For all this we re- 
ceived payment in gold. The gold inflow 
of recent years was thus a compound of 
all the elements of previous gold inflows. 
It was a great liquidation of claims of all 
sorts in exchange for what we had al- 
ways thought to be a universal claim. 
Since the outbreak of the present war 
many of the securities which we had pre- 
viously exchanged for gold have in their 
turn been exchanged for war materials, 
and more gold has been offered to us for 
the same purpose. If this process con- 
tinues until the British portfolio of se- 
curities in this country is exhausted, the 
results of the whole series of interna- 
tional financing transactions from 1914 
to the present will become very much 
simplified. In addition to having liquid- 
ated obligations incurred over genera- 
tions when we were building up our coun- 
try with foreign aid and having accumu- 
lated claims on many countries by the 
shipment of goods, we shall have made a 
gigantic direct exchange of goods for 
gold. 


Water Over the Dam 


N exchange of this sort cannot be 

reversed. It represents that part of 
our gold problem that is over and done 
with. The gold has been absorbed in 
our banking system. It has made its 
contribution to winning the first world 
war, to preventing a really complete post 
war liquidation in 1920-21, to financing 
our ‘new era,’ to the preservation of some 
degree of artificial exchange stability 
from 1934 to 1939, to the financing of 
our ‘reflation.’ It may now be helping 
to preserve our institutions and our way 
of life by providing Great Britain with 
power to buy in our markets. It has 
come from many sources and at its points 
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of origin has left economic traces which 
have been absorbed in economic and fi- 
nancial adjustments already made in the 
shipping countries. 


As a result of international financing 
operations spread over twenty-six years 
we have received payment for a great 
quantity of goods physically in gold, but 
really in these intangible things. By ac- 
cepting gold we purchased invaluable 
time in which-to make the readjustments 
in our international trade imperatively 
required by our new international posi- 
tion, in a gradual and orderly manner. 
But we did not use this time for this pur- 
pose. We did not have the wisdom to re- 
duce the barriers to imports which would 
have been our greatest contribution to 
making a prosperous world. We there- 
fore found that we had only purchased 
a reprieve from violent economic read- - 
justment. Opinions will differ as to the 
wisdom of our course, but as a nation we 
got what we wanted, and may now have 
to pay a price for it with heavy interest. 
Those who now speak of redistributing 
our gold are under a delusion. A his- 
torical process of this kind cannot, like 
a moving picture, be run backwards. 
Nor can it be continued, for when one 
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side in a game wins all the chips, it must 
accept what these chips represent. 


Face to Face With the Future 


HOEVER wins the present war ul- 

timately, we shall find ourselves 
dealing with large trading areas which 
have learned to control their trade. These 
will offer us for our goods and our claims, 
not cash, but their own goods. We shall 
have to adjust ourselves to this. If we 
do we may still find after this war a use- 
ful and important place for gold in the 
management of our exchanges and in 
filling in temporary gaps in genuine two- 
way or multilateral trade in which sev- 
eral of the large trading areas are in- 
volved. Gold has technical advantages 
in the day to day management of the ex- 
changes. It is useful, perhaps indispen- 
sible, in preventing the deadening effect 
on international trade of a pure barter 
system. It is a legitimate financing in- 
strument in connection with the develop- 
ment of growing countries. But it is 
not final payment in a true sense in in- 
ternational trade. We shall find that the 


long honeymoon we have been having 
with the idea of trading goods for money 


will be over. We can and should lend 
gold to foreign central banks and gov- 
ernments in such amounts as will enable 
them to re-start a technically efficient in- 
ternational system of settlements after 
the war is over, but this will redistribute 
only a small fraction of our hoard. It 
will not be a substitute for accepting 
their goods. 

In the future conduct of our interna- 
tional trade we may have several choices, 
all involving difficult problems, especially 
for American agriculture. 

1. Conceivably we may still be able 
to help build a new world based on a pri- 
vate exchange of goods which is not one 
sided. For a quarter of a century we 
have refused to do this. We have had 
the choice of supporting our export trade 
by buying other people’s goods, by lend- 
ing, or by taking gold. We have chosen 
the last two alternatives because we have 
been afraid of imports. As a nation we 
have never realized what the American 
fear of imports has meant to the rest of 
the world. It has stood like a rock, im- 
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peding the restoration of world economic 
equilibrium. It has been our chief con- 
tribution to the economic cause of the 
crisis we now have to face, and it is now 
probably too late to adopt the proper eco- 
nomic remedy—unilateral tariff reduc- 
tion by the United States. 

The other choices may be: 

2. To adapt our trading methods to 
those of large and nearly self sufficient 
lebensraums (Hitler has taught the 
world what that term means), conduct- 
ing barter trade with each other—that is 
to fill in the chinks, as Secretary Hull 
expresses it, in totalitarian trade. 

3. To attempt to become the leading 
unit in such a lebensraum ourselves—to 
use pressure on South America and Can- 
ada in particular to trade with us in the 
way and on the terms we want. 

4. To retreat into economic isolation. 

Our gold can help us a good deal if we 
have the opportunity to make and do 
make the first choice. It will not help 
us much if we are obliged, or prefer 
to make any of the other three. 


Meantime—the War 


UR capacity therefore “to put our 

gold to work” for the reconstruction 
of a better world in the future is ex- 
tremely limited, though not entirely non- 
existent. Can we use it to help mobilize 
our resources to meet the present emer- 
gency? 

Our present position is that we have 
plenty of idle gold (that is, gold which 
is ineffective as a limiting fund restrict- 
ing our power to extend credit), and we 
have plenty of idle deposits (that is de- 
posits of low velocity), and we have, as 
a consequence, exceptionally low interest 
rates. We have at the same time em- 
barked upon a gigantic rearmament pro- 
gram. Should we therefore jump to the 
conclusion that our past gold imports 
have been a blessing because they give 
us ample funds to finance such a pro- 
gram? 

Before doing so we _ should look 
carefully at another great rearmament 
program which has just been successfully 
completed by a country with hardly any 
gold at all. In a speech last year Adolf 
Hitler said that the Nazi regime had re- 





leased Germany from “the tyranny of 
gold,” and that the reichsmark, being 
based on labor, could never lose its value. 
This was not a mere rhetorical flourish; 
we should ponder it well. 


How Hitler Did It 


HE German system is based on a few 
simple and effective principles. 

1. Control of wages and salaries. This 
is its sheet anchor. As an English bank- 
er expressed it in 1933, “‘As long as any- 
one from a miner to a minister can be 
induced to give his services efficiently 
and over a long working day or week for 
a given and modest but rigidly deter- 
mined sum in reichsmarks nothing can 
happen to the real purchasing power of 
the currency in terms of goods and ser- 
vices.” Germany did not build up her 
military machine on the forty hour week. 

2. Control over prices. Since the most 
important single element in cost, the cost 
of labor, was controlled, the prices of 
virtually all domestic products and those 
products which employ small amounts of 
imports could also be controlled. 


3. Rationing. When shortage of goods 


desired by the public appeared, prices 
were not allowed to rise but everyone got 
something, and no one got nothing. 


4. Control of new enterprise. No en- 
trepreneur was allowed to enter into the 
market for labor and materials in order 
to conduct an enterprise inconsistent with 
the aims of the State. Germany did not 
build up her military machine by con- 
ducting business as usual. 


5. Unlimited, governmentally directed 
demand for goods and labor for military 
organization and supply. The govern- 
ment became the greatest entrepreneur 
in Germany. Its demand put men and 
material to work in production. Its pay- 
ments increased the total flow of: money 
income. Since the flow of money income 
was larger and prices were not allowed 
to rise and goods were rationed, savings 
were increased. Since these savings were 
not allowed other outlets, they were avail- 
able for the purchase of government se- 
curities, and consequently interest rates 
were low. Germany built up a military 
machine with the aid of low interest 
rates, but not with the aid of “easy mon- 
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ey” as we understand that term in Amer- 
ica today. 


Finally, whenever the increased stream 
of money income resulting from the in- 
creased productive activity of the state 
resulted in the formation of savings or 
reservoirs of purchasing power of any 
sort, these were tapped by a wonderfully 
skilful use of the banking and credit ma- 
chinery of the country and by a severe, 
efficient, and all-pervasive system of tax- 
es. Thus “the whole flow of Germany’s 
Savings was directed without noticeable 
delay or interruption into production or 
construction.” 


Strength—and Weakness 


HIS system was strong because it 

was based on work and production 
and going without. It put all of Ger- 
many’s man power and real resources | 
back of a gigantic armament effort with- — 
out inflation. But it had a weakness. 
That was Germany’s lack of self-suffi- 
ciency and the difficulty of adjusting it 
to trade with countries in which prices 
fluctuated freely. This weakness was 
accentuated by the distortion of Ger- 
many’s normal imports by the priority 
given to war materials, and the previous 
adjustment of German production to an 
inflow of capital from abroad. It mani- 
fested itself in an easily understood, or 
at least easily exploited grievance—lack 
of foreign exchange. Only at this point 
did lack of gold have anything to do with 
German rearmament. And there was an 
obvious remedy—to use the military 
strength produced by German work and 
German resources to end the lack of self- 
sufficiency which was the Achilles heel 
of the system. Expansion. Conquest. 
These are the answers now being given 
to this problem. And as a result of this 
solution we in America are now consid- 
ering how to carry out a rearmament 
program. 


The American Position 


UR weaknesses as a potentially great 
military power are not those of Ger- 
many. We can buy what we want from 
abroad with our exports and with our 
claims. In this respect our gold may 
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help us a little, but we really do not 
need it. Our weaknesses as a power 
committed to a program of national de- 
fense at a time when war is total are: 
“business as usual,” easy money created 
by our banks and government working to- 
gether, short hours, subordination of pro- 
duction to profits, inadequate taxation, 
class division and political disunity. We 
often say that we must put our idle funds 
to work, but we do not define this term. 
Selling government bonds to banks does 
not put idle funds to work. It creates 
new deposits. As a means of financing 
rearmament it will lead to rising prices 
and to inflation which will ultimately be 
resisted by rigid price controls. 


If we want rearmament without infla- 
tion and without totalitarian controls we 
must offer adequate rates of interest to 
savers so that they will transfer existing 
deposits to those who, under government 
direction, or at the government’s request, 
or in response to the government’s de- 
mand, will employ them in the way our 
policy requires. The only way that 
banks can employ or put to work idle 
deposits is to have the holders of these 
deposits relieve them of some of their 
present assets, especially their stocks of 
government bonds, so that they can make 
new loans without creating new deposits. 
The only way depositors can put idle 
funds to work is to engage directly in 
productive enterprise, to invest or to pay 
taxes. The only way the government can 
put idle funds to work is to spend its bor- 
rowed and tax revenue for productive 
purpose, and to direct the expenditures 
of others to such purposes. The only way 
in which a nation can get rearmament 
without inflation is to see to it that the 
whole flow of its savings is directed with- 
out noticeable delay or interruption into 
production or construction. 


What to Do? 


N all this our huge gold stocks will not 

help us. They are in fact a definite hin- 
drance, for they make inflationary fi- 
nance seem both easy and safe. We have 
recently been afraid of them. We have 
asked whether we should not stop adding 
to them, but we cannot do this under our 
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present neutrality laws without injuring 
Great Britain. We have wondered 
whether we should not put them into cir- 
culation (that is what is meant by ap- 
peals ‘to return to the gold standard’), 
but this would simply mean a change in 
the composition’ and not in the amount 
of our circulating medium unless it leads 
to hoarding. We have been asked to ster- 
ilize new additions to them by paying 
for future gold imports in interest bear- 
ing public debt instead of in reserve 
funds, but this is expensive and can now 
be only a ripple on the ocean of our ex- 
cess reserves. We have been advised to 
pay less for each ounce offered to us and 
to raise the present gold content of the 
dollar. As a peace time measure this 
has much to recommend it, but in this 
crisis when we are in fact, if not in law, 
non-belligerent but not neutral, it has 
the disadvantage of reducing the pur- 
chasing power of Great Britain in this 
country, and of adding to our fiscal diffi- 
culties without affecting our present vol- 
ume of deposits. 


Our wisest policy with respect to gold, 
therefore, seems to be: 


1. To continue to buy gold offered to 
us at the present price; 


. Not to build a superstructure of 
credit on it; 


. For the rest to ignore it—that is to 
make no attempts to experiment 
with it as a means of financing a re- 
armament program. 


We shall thus assist those who are 
fighting to preserve our type of civiliza- 
tion. We shall not further discredit gold 
as a money material, but rather add to 
its genuine though limited usefulness in 
the new world we hope will emerge ul- 
timately from this conflict. We shall 
concentrate, in our rearmament effort, 
on using effectively the deposits we now 
have by causing them to circulate with- 
out impediment through the productive 
system. We shall escape from the fatal 
illusion that rearmament can be the pro- 
duct of finance, instead of the product of 
savings, work and sacrifice. 





Debts, Deficits and Defense 


Fiscal Policy and the Preparedness Load 


HON. HARRY FLOOD BYRD 
United States Senator from Virginia 


HE United States, at least, is in a 

state of modified war anxiety. It is 
not the hysteria of a belligerent. But it 
is anxiety in the degree that comes to a 
nation, in the midst of a war seared 
world, suddenly aware of its utter unpre- 
paredness for war. It is an anxiety syn- 
onymous with a consciousness that war 
in Europe is overwhelming our kindred 
culture, economy and civilization gener- 
ally with almost fictitious speed and de- 
vastation. 

Our woeful lack of military prepared- 
ness in the United States, against the 
background of military events abroad, 
justifies the degree of anxiety we have 
reached. Moreover, it justifies the steps 
we so recently have taken, with the full 
force of American resources, to expedite 
preparedness in materiel and other mili- 
tary elements. We must allow nothing 
to impede or deter our efforts quickly to 
achieve military superiority. 

Shortly results of national defense ac- 
tion taken by Congress in recent weeks 
will begin appearing in spectacular de- 
velopment all over the country. The soon- 
er this comes to pass the safer we shall 
be, the more formidable will be the safe- 
guards against military invasion of our 
geographical boundaries. 

Intelligent persons do not dispute the 
absolute necessity for building such bul- 
warks. The nation unmistakably has de- 
manded military defenses, with emphasis 
on speed; and properly so. This task is 
colossal, but it will be made easier by the 
thrill of patriotism which inevitably at- 
taches to building engines and works of 
war. The magnitude of the task is ex- 
ceeded only by the necessity for it. 


Financial Unpreparedness 


O less than the task, the cost also 
will be colossal; and paying will 


touch all of us for a long time in many 
ways. The paying will not be specta- 
cular. It will not stimulate a martial 
thrill. None—not even the humblest— 
of us of the presently mature generation, 
or others for whom the future is longer, 
can escape the burden. There will have 
to be sacrifices by all. Only protection 
and preservation of those broad funda- 
mentals which make America American 
will justify the price we must pay. 

Unfortunately the United States was 
not prepared in military accoutrements 
for this crisis. It is just as unfortun- 
ate, if not more so, that we were equally 
unprepared financially. Confronting a 
war crisis, with all it involves currently 
and in the future, we stand upon ten con- 
secutive years of deficits and peace time 
deficit spending, and upon a national 
debt that scarcely could be wiped out in 
a life time at the rate of a billion dollars 
a year curtailment if not another dollar 
were added. 

Upon such a financial foundation we 
must now build and maintain for an in- 
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definite period a military establishment 
and a hemisphere defense system such 
as this nation has never before dreamed. 


Debt 50 Times That of 717 


OR the new fiscal year, July 1, 1940 

—June 30, 1941, Congress appro- 
priated $14,539,970,627, according to the 
latest compilation by Congressional Com- 
mittees. This figure included $5,082,- 
210,080 for defense purposes. In addi- 
tion to the cash total nearly another bil- 
lion dollars in contract authorizations 
was provided for defense and approxi- 
mately $125,000,000 in lending authority 
was granted. 


Concisely, the record of federal expen- 
ditures, revenue and deficits for the past 
decade follows (Figures in millions) : 


Direct 
Debt* 


$16,801 
19,487 
22,539 
27,053 
28,701 
33,778 
36,425 
37,165 
40,439 
43,000 


Deficit 
$ 481 
2,529 
1,784 
2,895 
3,210 
4,550 
3,148 
1,384 
3,542 
3,300 


Year Expenditures Revenue 
"31 $3,671 $3,190 
"32 4,535 2,006 
33 3,864 2,080 
34 6,011 3,116 
35 7,010 3,800 
36 8,666 4,116 
"37 8,177 5,029 
"38 7,239 5,855 
39 8,707 5,165 
740 (est.) 9,303 5,806 


There is the apparent federal financial 
foundation upon which the nation must 
now rise to its supreme military might 


and maintain it. But, that picture is not 
complete until consideration is given to 
losses possibly to be sustained by govern- 
ment corporations and lending agencies 
which ultimately must be absorbed by 
the federal treasury. There are more 
than a score of these headless agencies, 
forming a sort of headless fourth column 
of government business, subject virtual- 
ly to no control. 

These agencies have authority to issue 
an undetermined sum of their own ob- 
ligations totaling somewhere between 
fifteen and twenty billion dollars. They 
have used this authority to an extent 
somewhere in excess of five billion dol- 
lars. Most of these securities are actual- 
ly guaranteed by the federal government. 

*Discrepancies between deficits and the increase 


in debt are accounted for in deductions from the 
general fund of the treasury. 
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Current policies are leaning toward more 
of this type of public financing which cir- 
cumvents budget and accounting control 
and obscures the true status of the na- 
tional debt picture. 


Thus we find ourselves in the condi- 
tions of another world conflagration with 
a national debt at least 50 times as great 
as it was in 1917. The interest on this 


. debt now is a sum 25 per cent greater 


than the total of all federal expenditures 
in 1916. 

Exclusive of relief, national defense 
and all the other so-called extraordinary 
items of public expense, in ten years we 
have increased the costs of the old-line, 
ordinary, regular agencies of government 
by 30 per cent. 

We have spent in eight years approxi- 
mately 20 billion dollars for relief and 
we still have some 10 million unemployed, 
and some 18 million persons receiving re- 
lief benefits. 


Public vs. Private Debt 


CCOMPANIED by regulatory tax 

schemes and other forms of regimen- 
tation, fiscal policies of this kind have 
predominated in our economic life for the 
past decade of peace time. 


Those charged with administering the 
fiscal policies of the government have 
been working during this period on the 
theory, as stated by Marriner Eccles, 
chairman of the Federal Reserve Board, 
that “The same economic considerations 
apply to both private and public debt;” 
that so long as the total of all debt, pub- 
lic and private, remains relatively un- 
changed, there is no cause for economic 
alarm. 


Such a doctrine, of course, is in con- 
flict with the views of some of those com- 
posing a minority in Congress who look 
upon public debt as a largely unproduc- 
tive universal mortgage to be paid by 
greater revenues from taxes which may 
become restrictive, in contrast with 
sound private debt which, on one hand, 
is a means of expanding for profit, and, 
on the other hand, provides a sanctuary 
for investment for profit—the essentials 
of our cherished system of free enter- 
prise and profit. 





This latter view is substantiated in a 
recent study published by the National 
Industrial Conference Board which sum- 
med up its conclusions as follows: “The 
primary function of private long-term 
debt is to help finance the creation of 
durable goods. Private long-term debt 
thus bears a direct relationship to in- 
come producing private wealth, whereas 
public debt does not.” 


A study of “Indebtedness in the United 
States, 1929-1939,” published in June 
1940 by the United States Department of 
Commerce, is the source of the figures 
and comparison of the debt situation in 
those years respectively (money figures 
in millions) : 

Total 


Per Cent Private 
Of Total Debt 


16.8 $143,600 
31.2 111,900 


Grand 
Total 
All Debt 


$172,000 $28,900 
162,700 50,800 


Debt “A La Mode” 


HE effects. of continued deficit 

spending upon American economics 
has been a matter of concern in some 
quarters for a long time, but all efforts 
to curb it have failed, even in the ab- 
sence of war hysteria in any degree. 
Had it been curtailed the nation now 
would be in better position to go forward 
with the absolutely necessary national 
defense program. 


As it is, those directing the national 
government, in the teeth of necessary 
defense expenditures, still decline to cur- 
tail deficit spending even in non-essen- 
tials, exclusive of national defense. Thus 
We are superimposing upon an aiready 
great and continually mounting debt for 
peace-time activities still more debt at- 
tributable to unpreparedness—a sort of 
debt “a la mode”—but all of it must be 
paid. 


Total 
Public 


Year Debt 


1929 
1939 


In order to assume additional debt we 
have been forced to raise the legal debt 
limit. We have already started levying 
additional taxes. There is reason to ex- 
pect more and more taxes—perhaps a 
complete revision of our tax structure. 


Our Responsibility 


TREMENDOUS responsibility rests 
upon those who, with unsung patrio- 


13838 


Roper Survey proves | 
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tism, must today analyze our economic 
condition, now veiled and complicated by 
universal uncertainty, with a view to 
bringing about future stability and se- 
curity. They must find the means of 
overcoming the obstacles we have created 
in peacetime; they must find means of 
overcoming the additional burdens we 
are assuming in a period of crisis; they 
must find means of coping with difficul- 
ties arising from totalitarian barter eco- 
nomics; they must see through to its ul- 
timate reaction whatever synthetic, ar- 
tificial and jagged business is stimulated 
by unproductive war-time (and peace- 
time) spending. These are only a few 
of their responsibilities. Upon our ability 
to fulfill them rests our future, once in- 
ternational tranquility is restored. 


Meanwhile, there is no doubt that our 
economic system, as well as our political 
system—our institutions generally—will 
be subject to a terrific strain. 


American genius has met crises be- 
fore, and American talent applied 
through the American system has con- 
verted them into progress. Americans 
still have faith in American genius; they 
still have faith in the American system 
and institutions; and they still have faith 
in their ability successfully to apply that 
genius through that system and those in- 
stitutions. But, those who think know 
that means work and sacrifice. 


U. S. Investments in Canada 


United States investments in Canada are 
sound and the war is not likely to have 
any adverse effects upon them, according 
to A. H. Williamson, vice president of 
Wood, Gundy and Company, Vancouver, 
speaking before the Investment Bankers 
Assn. 


Americans have about four billion dol- 
lars invested in Canada today. These have 
been much the best financial investment made 
by the United States citizens, as only 5% 
have defaulted as compared with much 
higher figures in other countries. Income 
return on our investments in Canada has 
been about 6%, compared with slightly less 
than 3% on the $1 billion invested by 
Canadians in the United States, Mr. Wil- 
liamson stated. 
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War and Our Fiscal House 


Whatever else the war may do to us, it 
is going to force us to put our fiscal house 
in order, 


The development of a financial program 
for the Federal Government, which is fair, 
adequate to meet increased demands, and 
not unduly repressive in its effects on our 
business economy, is quite as important and 
fundamental as the organization of indus- 
try for war. Perhaps it is more important, 
for our fiscal system probably needs more 
thoroughgoing overhauling than does our 
business economy. 


The possible courses open to the Govern- 
ment are: 


1. Continuation at least for the present 
of the disparity between receipts and ex- 
penditures. This is the accepted policy for 
the next fiscal year, but no one can say 
exactly how long deficit financing of this 
magnitude can continue. 


2. A sharp reduction in expenditure for 
all other purposes than national defense 
and a sharp scrutiny of those. There must 
be a will to reduce governmental expendi- 
tures to necessities. Such a policy would 
make unnecessary extreme tax increases 
otherwise inevitable. 


3. An increase in tax rates, or the levy 
of new taxes. It is hardly an alternative 
any more. A sharp increase in taxes is 
inevitable. An excess profit tax is con- 
sidered a likely proposal. Income tax ex- 
emption would have to be lowered and the 
country might expect the exemption for 
single persons to be reduced to $600-$800, 
and that for married persons to $1,200- 
$1,500, and rates in the middle brackets on 
incomes from $10,000-$100,000 must ulti- 
mately be drastically increased. 


We badly need a new deal in fiscal af- 
fairs. We need a complete overhauling of 
the Federal revenue system in the interest 
of greater simplicity and fairness. We 
need the designation of a competent com- 
mission to plan the integration, so far as 
possible of the State and Federal systems. 
If business men will take the time to study 
these thorny questions, to master the facts, 
and to lead in formulating the solution, we 
may fairly hope for success in meeting 
what even in the face of a great war is 
certainly our number two domestic problem 
today.—Roswell Magill, professor of law, 
Columbia Univ., before New Hampshire 
Bank Management Conference, June 1940. 
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Trusts For Foreign Nationals To Continue to be Administered 


The following order was released by 
the Treasury Department on August 14: 
—General License No. 30 under exe- 
cutive order No. 8389, April 10, 1940, as 
amended. 

“A general license is hereby granted 
authorizing any bank or trust company 
incorporated under the laws of the Uni- 
ted States, or any private bank subject 
to supervision and examination under 
the banking laws of any state of the 
United States, acting as trustee of any 
trust administered in the United States 
or as legal representative of any estate 
administered in the United States, in 
which trust or estate one or more per- 
sons who are nationals of one of the 
foreign countries designated in Execu- 
tive Order No. 8389, as amended, have 
an interest, beneficial or otherwise, or 
are co-trustees or co-representatives, to 
engage in the following transactions: 


“(a) payments of distributive shares 
of principal or income to all persons leg- 
ally entitled thereto who are not nation- 
als of any of the foreign countries desig- 
nated in such Executive Order, as amend- 
ed; and 

“(b) other transactions arising in the 
administration of such trust or estate 
which might be engaged in if no national 
of any of the foreign countries desig- 
nated in such Executive Order, as amend- 
ed, were a beneficiary, co-trustee or co- 
representative of such trust or estate; 


provided, however, that this general 
license shall not be deemed to authorize 
such trustee or legal representative to 
engage in any transaction at the request, 
or upon the instructions, of any bene- 
ficiary, co-trustee or co-representative of 
such trust or estate or other person who 
is a national of any of the foreign coun- 
tries designated in such Executive Order, 
as amended. 


The Executive Order of April 10, 1940, 
as amended, and the Treasury Regulations 
issued thereunder providing that transfers 
of credit, foreign exchange transactions, the 
export or earmarking of coin, bullion or 
currency, or other similar operations, by 
persons or institutions in the United States, 
involving property of Norway, Denmark, 
Belgium, Luxembourg, the Netherlands, or 


France, or any national thereof, shall be 
subject to license by the Secretary of the 
Treasury, were amended on July 15, 1940, 
so as to include property of Latvia, Estonia 
and Lithuania, or any national thereof. 


ee 


Big Lithuanian Estates Distributed 
to Peasants 


BERLIN, Aug. 13 (AP) (via radio).— 
Swift Sovietization of the three Baltic coun- 
tries recently absorbed by Russia was re- 
ported in a Moscow dispatch broadcast to- 
night by the German radio. 

Far-reaching “reforms” in the schools of 
Estonia were reported. Redistribution of 
land in Lithuania was said to be well under 
way. 

All Lithuanian farms exceeding thirty 
hectares (about seventy-five acres), the dis- 
patch said, are being expropriated. Large 
estates and church lands likewise have been 
taken over for division among peasants hav- 
ing little or no land. 


a, 


New York as World’s Financial 
Center 


There is a growing general belief in fi- 
nancial circles that as a result of the 
war New York will become the world’s 
financial center, replacing London, which 
has held that position for centuries, ac- 
cording to Gerard St. G. Walker, manager 
of the London office of Fenner and 
Beane. This attitude is widespread among 
members of the London Stock Exchange, 
which has been operating in a very nor- 
mal condition. There has been, of course, 
a reduction in personnel, necessitated by 
the diminished trading on the London 
markets, but member firms of the ex- 
change, despite the depressed volume of 
trading, have arranged to make up to 
their former employees now in military 
service, all or part of the difference be- 
tween their former salaries and their 
present military pay. 


0 


Edward T. Stotesbury, who began his 
career as a $16-a-month junior clerk in the 
Philadelphia banking firm of Drexel and 
Company and closed it as an international 
banker and partner in the firm of J. P. Mor- 
gan and Company, left an estate of $8,669,- 
132 net. The largest item in the estate 
was stocks and bonds, valued at almost 
$5,000,000. 





Reserves for Economic Armament 
How America’s Unused Capacity Can Carry the Load 


J. H. RIDDLE 
Economist, Bankers Trust Company, New York 


HE United States is embarking upon 

an armament program which has no 
parallel in our history since the hectic 
months of the World War. Whether 
or not we become an active participant 
in the present conflict, we are commit- 
ted, at least for a period of several 
years, to policies which will require that 
tremendous amounts of resources, labor, 
and capital be devoted to the production 
of the materials and machines of war. 
In carrying forward such a defense pro- 
gram, as in carrying forward a war 
itself, the fundamental economic prob- 
lem is to direct these productive resour- 
ces into defense activities with a mini- 
mum amount of disturbance to the econ- 
omic system. 

There are four basic sources from 
which these defense requirements may 
be obtained: (a) increasing production; 
(b) reducing consumption; (c) reducing 
maintenance and capital repairs; (d) 
reducing or eliminating capital accumu- 
lation and capital construction. In- 
creased production may be achieved by 
putting idle men and machines to work 
and by increasing the productivity of 
labor and capital already employed. The 
resulting larger production can be de- 
voted in whole or in part to the defense 
program without reducing the standard 
of living of the people. 

The second source, reduced consump- 
tion, permits the diversion of labor and 
capital to the production of armaments; 
it means, however, a lower standard of 
living and less economic goods available 
for current consumption. In this case, 
the real burden of the defense program 
is being covered currently. Reduced 
maintenance and repairs and smaller 
capital additions, the other two sources, 
permit the diversion of productive ener- 
gies into the defense program with no 
immediate reduction in the amount of 
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economic goods available for current 
consumption. The real burden of the 
defense program is thus deferred into 
the future in the form of inadequate 
productive facilities and impaired capi- 
tal plant and equipment. 

In working out the armament pro- 
gram, every effort should be made to 
reduce to the lowest possible point the 
burden which will be placed upon present 
and future generations. This can be 
achieved only if national production is — 
increased by the amount of the added © 
defense effort. To do this the people 
as a whole would have to work more. 
It can’t be done by working thirty hours 
per week, or perhaps even forty. 


Increase Production or Curtail 
Consumption 


NDER proper governmental policies 

this increase in output could be eas- 
ily accomplished in the United States. 
This country has not been making full 
use of its productive possibilities in re- 
cent years. It has been conservatively 
estimated that the country could in- 
crease its output by at least 25 or 30 
per cent within a reasonably short per- 
iod without any great strain. Some 
new plants and new equipment would be 
necessary and a few bottle-necks would 
have to be removed. There might be 
delays here and there and some neces- 
sary adjustments; but there are few 
competent observers who deny that this 
increase in output could be accomplish- 
ed. Over a long period of years prior 
to 1930 the normal rate of increase in 
the production of the country was around 
4 per cent per year. Had that rate of 
growth been maintained during the past 
decade, we would now be producing 40 
per cent more per year than we were 
in the late ’twenties. Actually, our total 
industrial production in no year in the 
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’thirties has equalled that achieved in 
the late ’twenties. The national income 
last year was 70 billion dollars. An in- 
crease of 30 per cent would be 21 billion 
dollars. This would be more than suf- 
ficient to cover any defense program or 
war activity we are likely to undertake. 

Whether we shall be able to carry the 
armament program largely out of in- 
creased production, or whether we shall 
be forced to curtail consumption and cap- 
ital accumulation, depends largely upon 
what policies are adopted by the govern- 
ment. If private industry is allowed or 
encouraged to exert itself and expand its 
activities, the increase in production 
may be sufficient to carry the entire arm- 
ament program. However, unwise and 
excessive tax measures, unreasonable 


bureaucratic controls, and a generally 
unfriendly attitude on the part of gov- 
ernment toward private industry and 
private profits might restrict the coun- 
try’s total output with the result that 
the defense program could be achieved 
only by shifting production from peace 
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time to defense activities: This would 
mean an actual reduction in the standard 
of living of the people and a curtailment 
of capital accumulation. 

It may be a high-minded sentiment to 
say that no one should make profits out 
of defense activities, but if in the pro- 
cess of trying to prevent profits we ac- 
tually check or curtail output and reduce 
everybody’s standard of living, it is dif- 
ficult to see how anyone has benefitted. 
On the other hand, if we have a sound 
policy that encourages production, it may 
increase both profits and wages, to the 
benefit of all economic groups. 


Methods of Financing the Defense 
Program 


N anything other than a completely 
regimented economy, the government 
must use some device in order to obtain 
the cash or purchasing power required 
for the production of armaments. There 
are three principal ways in which the 
government may finance its require- 
ments: increased taxation, borrowing 
from __ savings, 
and credit ex- 

pansion. 


Taxation—To 
finance a_ sub- 
stantial part of 
the defense pro- 
gram through 
increased taxa- 
tion would meet 
with general ap- 
proval. On the 
other hand, ex- 
cessive or un- 
wise taxation, 
especially at the 
very beginning 
of a major de- 
fense program, 
can easily check 
consumption, 
discourage capi- 
tal investment 
and business en- 
terprise, and 
curtail capital 
accumu lation 
and capital up- 
keep. In this 
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way, unwise taxation policies may im- 
pede the very business expansion counted 
on to furnish the higher output and the 
increased revenue from taxation. Fur- 
thermore, taxation is not a sure way for 
meeting the defense burden currently. 
To the extent that capital accumulation 
is retarded or plant and equipment facil- 
ities impaired, the real burden is passed 
on to the future. 

Borrowing from Savings—lIt is neces- 
sary to differentiate between borrowing 
operations which involve the outright 
sale of securities to ultimate investors 
and those which involve credit expan- 
sion. The latter would include the pur- 
chase of securities by the commercial 
banks or by investors who raise the nec- 
essary funds by borrowing from the 
banks. If the investor in government 
obligations reduces his consumption in 
order to save the funds required for 
their purchase, then the incentive to 
business expansion is reduced by this 
amount. If the investor buys govern- 
ment obligations with funds which 
would otherwise have been available for 
investment in other channels, then capi- 
tal accumulation may be retarded. How- 
ever, unemployed funds or increased sav- 
ings resulting from business expansion 
may be utilized to finance the government 
program without reducing consumption 
or capital accumulation. 


Credit Expansion — In the initial 
stages of a major program, such as the 
United States is now undertaking, credit 
expansion is normally a proper and suit- 
able method of finance. This method 
helps to stimulate the larger volume of 
industrial output, provided its effects 
are not nullified by other governmental 
policies and restrictions on industry. 
Credit expansion in moderate amounts 
has a stimulating effect until the coun- 
try’s productive facilities and labor sup- 
ply are fully employed. Once the maxi- 
mum level of production has been reach- 
ed, however, further credit expansion is 
undesirable because it would tend to in- 
crease prices rather than enlarge out- 
put. This point was clearly set forth 
by the Canadian Finance Minister last 
September: “If at the beginning of the 
war there are unemployed resources, 
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some credit expansion may give an im- 
petus to their prompt utilization. .. How- 
ever, aS soon as the expansion of em- 
ployment and production gets well under 
way and certainly before it approaches 
its limits, further expansion of the sup- 
ply of money and credit must be stopped 
if the danger of progressive inflation is . 
to be avoided.” 


In view of this country’s experience 
with credit expansion in recent years, 
and also in view of the fact that the 
public has large amounts of idle funds 
waiting for suitable investment, doubt- 
less the sounder course would be to at- 
tempt to tap these idle funds as far as 
possible rather than to expand credit 
excessively. 


Dangers of Excessive Taxation 


ECAUSE of our desire to prevent 

“inflation”, to take the profit out of 
war, and to assess as much of the defense 
burden as possible upon business, in- 
creased governmental controls and high- 
er taxes are well-nigh inevitable. This 
country began its present defense pro- 
gram with tax rates in many cases al- 
most as high as the war taxes in 1918. 
It is estimated that the federal tax re- 
ceipts under the present rates during 
the next fiscal year will aggregate rough- 
ly 7 billion dollars which is more than 
the maximum yield of the war tax rates 
during the world war or the great busi- 
ness boom immediately following the 
war. If production is increased 30 per 
cent the present tax rates will yield close 
to 10 billion dollars. 


Perhaps no serious objection should 
be raised against the new tax rates. It 
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may be that they will slow up consump- 
tion and investment substantially even 
in the initial stages of the new defense 
program. However, this is apparently 
not the end of tax legislation even for 
the time being. The President has ad- 
vocated a “steeply graduated excess pro- 
fits tax, to be applied to all individuals 
and all corporate organizations without 
discrimination.” 

The Connally and LaFollette Amend- 
ments to the recent tax bill (which 
were accepted by the State but not by 
the House) may give an indication of 
what to expect in the next tax bill. It 
does not appear that there was any great 
objection to the basic principles of these 
amendments; apparently they were 
thrown out because. of the difficulty of 
securing full agreement in the limited 
time available. These amendments pro- 


vided for sharply higher income tax 
rates on both individuals and corpora- 
tions and were to become effective only 
after a declaration of war by Congress. 

The Connally Amendment provided 
for a normal tax of 10 per cent on indi- 


vidual incomes. Surtaxes would begin 
at 6 per cent on surtax net income be- 
tween $1,000 and $2,000 and increase 
sharply to 80 per cent on amounts over 
$50,000. Thus the normal and surtax 
rates together would amount to 16 per 
cent on the second thousand dollars of 
taxable income and 90 per cent on all 
individual taxable income over $50,000. 
To that, of course, would be added the 
state income tax in those states which 
have income taxes. These taxes would 
not only take away from the individual 
all increased income that might arise 
from defense or war activities but also 
much of his normal peace time income, 
whether from salaries or otherwise. The 
confiscation would be so great as to force 
a complete readjustment in the standards 
of living of people paying income tax. 
This would be particularly true of rents, 
where this item is a substantial part 
of living expenses. The revolution in 
living conditions would be so tremen- 
dous in the cities that it is difficult to 
estimate the damage that would be done 
to the real estate and mortgage mar- 
kets and incidentally to savings banks, 
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life insurance companies and other in- 
stitutions holding real estate mortgages. 


Attack on Private Enterprise 


DOWNWARD readjustment in the 

standard of living of so large a 
proportion of the population at the very 
beginning of a defense program would 
not only restrict consumption and re- 
tard production but would disorganize 
our economic life just at a time when 
the country’s energies ought to be di- 
rected towards the solution of the major 
problems of production and defense. 

The Connally Amendment also pro- 
vides for a normal tax on corporations 
of 22 per cent, and the LaFollette 
Amendment provides for excess profits 
taxes on corporations as high as 40 per 
cent. By the time both the corporation 
and the individual taxes are paid, the 
stockholder would be able to retain very 
little, if any, income from dividends. 

These additional taxes would not only 
discourage investment in private enter- 
prise, they would also go a long way 
toward drying up the source of invest- 
ment funds. Nearly all the savings of 
the country would be turned over to the 
government. The accumulation of pri- 
vate capital would also be retarded un- 
necessarily. These amendments have 
even less merit than Keynes’ proposal 
for enforced savings in England. 

Under a tax bill of this kind it would 
be essential for the government to sup- 
ply a very large proportion of the capi- 
tal funds for industry. Congress has 
already given the RFC practically un- 
limited powers to supply capital funds 
for plant and equipment employed in 
defense activities as well as for pur- 
chasing strategic materials. This com- 
bination of higher taxes and increased 
investment activities by the government 
may be by all odds the most dangerous 
attack yet made on the system of pri- 
vate enterprise. It is the surest way to 
arrive at a collectivist or totalitarian 
state. The sinister part is that the at- 
tack on profits is made in the name of 
patriotism and sound finance in order 
to prevent opposition. It is in keeping 
with the basic economic doctrine of the 
New Deal planners that the government 
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should gradually extend its investment 
activities on the ground that the outlets 
for private investment are _ limited. 
Because of a widespread dissemination 
of false economic doctrines the public 
may fail to realize the implications of 
these suggestions. 


Government Economies and 
Cooperation 


N the panic over our lack of prepar- 
edness and the haste to increase ex- 
penditures and taxes, little thought has 
been given to the possibilities of econo- 


mizing in other directions. The federal 
budget has been expanded from 3 billion 
dollars to 9 billion dollars in the past 
decade, largely for purposes of relief and 
pump-priming. If, however, the defense 
program develops into large expendi- 
tures as now seems probable, there 
should be less need for either. Further- 
more, with general business improve- 
ment there may be less excuse for pay- 
ing farmers to curtail output. With a 
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little effort as much as 2 billion dollars 
of relief, pump-priming and agricultural 
expenditures could be shifted into de- 
fense expenditures. Such a shift would 
go a long way in helping to solve the 
budget problem without the imposition 
of excessive taxes that would restrict 
and smother enterprise. 


Not only is there little serious effort 
to reduce other expenditures and shift 
the funds to the defense program, but 
there is real danger of a material in- 
crease in expenditures for grandiose 
projects of dubious value, such as the 
vague suggestion regarding universal 
compulsory training of both boys and 
girls, and also the proposal for a giant 
inter-American trading corporation for 
marketing the export products of the 
Americas. 


The urgent need is for increased pro- 
duction equivalent to or even greater 
than the defense effort. All tax mea- 
sures and other policies ought to be 
directed toward the main objective of 
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securing this greater production. The 
country needs prosperity to carry out 
such a program of defense, and profits 
are essential for prosperity. 

Rigid economy in other governmental 
activities cannot be accomplished by a 
10 per cent horizontal cut. Some expen- 
ditures should not be cut at all and others 
should be cut 100 per cent. Needless 
and irritating restrictions and controls 
on business should be removed so that 
private industry may be free to devote 
its energies to increasing production. 

Instead of imposing more punitive 
and regulatory taxes, the present system 
should be overhauled with a view to 
getting the maximum rate with the min- 
imum burden. Depreciation regulations 
should be revised in order to encourage 
maximum productivity. The use of the 
taxing power for non-revenue purposes 
must be discarded as a principle if our 
economic machine is to function most 
effectively. 

The initial stages of the enlarged 
defense program may be financed in part 
through credit expansion, but if and 
when the country’s full productive capac- 
ity is utilized and unemployment has 
been eliminated, credit expansion should 
end, if possible. Then the defense pro- 
gram can probably be financed by econo- 
mies in other directions, higher tax 
yields as a result of greater business 
activity, and borrowings from savings. 
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Government Control of 
Insurance 


Like most other goods, the ‘security’ of- 
fered by insurance, while mostly first class, 
is not consistently so. One would hardly 
imagine that people seeking insurance 
would be led away by the apparent cheap- 
ness of certain premiums that they pay in 
order to acquire protection against certain 
risks. Yet cheapness always has an ap- 
peal, for which reason it is no doubt sound 
that a benevolent protection of their in- 
terests must be exercised by an outside 
party. We, who represent sound financial 
institutions should not resent, but rather 
welcome and encourage, Government con- 
trol when it takes this form. It protects 
us from unfair competition, it cannot inter- 
fere with our safety, and it does provide 
a proper public service. 


The most serious legacy of this war may 
well be a permanent alteration in interest 
rates. Institutions have to search for in- 
vestments for large sums of money. In 
consequence, they must of necessity look 
chiefly to Government loans and to the 
prior charge securities of the big public 
services in order to invest their money at 
all. If in the future the tendency is going 
to be for that type of public finance to pay 
the minimum rate of interest on the capital 
so borrowed, then a stiff problem is going 
to be presented to future generations of 
insurance men.—A. MacDonald, president 
of the Insurance Institute of London, in his 
presidential address. 
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N a world in which wars are almost 
I constantly going on somewhere, 
economists still nonsensically write as 
if wars were “abnormalities” or “inter- 
ferences” with the “normal” course of 
world events. 


Whatever the nature of the war, I 
take it that its purpose will be to pre- 
serve our capitalistic or profit economy 
inside our democracy. Wherefore, all 
war plans should be so devised as to 
continue, as far as possible, even in 
war time, on a free enterprise or cap- 
italistic basis. That means that the 
effort should be to see to it that the 
economic machinery will continue to be 
directed, basically, by the mechanism 
of prices; that, so far as possible, it 
will not be directed by government 
orders. Of course, some direct govern- 
mental controls will be necessary, as 
they were in our last war. But the 
amount of such direct governmental 
management of the economy should be 
no greater than the nature of any par- 
ticular war (or a particular phase of 
a particular war) makes indispensable. 


The methods of war finance adopted 
should, then, be required, first, to per- 
form the job with the least disturbance 
to the ordinary financial life of the 
community compatible with the sup- 
reme aim of winning the war; and sec- 
ond, to perform the job with a mini- 
mum of undesirable after-effects. 


Essence of War Finance 


The basic fact of war finance is, sim- 
ply, that the cost of conducting a major 
war absorbs a considerable proportion 
of the nation’s income, or, more cor- 
rectly, a considerable portion of the 
output of the nation’s labor force, nat- 
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ural resources, and capital equipment. 
The essence of war, in the economic 
sense, is that a portion of productive 
resources is utilized during war-time 
in different ways than it is utilized in 
peace-time; namely, to produce war 
supplies instead of civilian goods. It 
is the task of war finance to make pos- 
sible and to facilitate this shift in the 
productive effort of the nation. The 
scope of war finance, therefore, cannot 
be restricted to the sphere of money or 
finance proper. We must always be 
aware that we are dealing, basically, with 
a problem of shifts in the uses of re- 
sources. 


Consumption (and I refer, of course, 
to the consumption by civilians of the 
everyday articles of peace-time living, 
especially articles of the inessential 
variety) must be curtailed below what 
it would otherwise be with the same 
level of industrial activity; and pro- 
duction must be stimulated and direct- 
ed on some adequate basis, in order that 
any plan of finance decided upon shall 
be equal to the task of providing the 
Government with the vast masses of 
goods and services it will require. 


If we assume that we are not to em- 
ploy the direct (totalitarian) method— 
complete industrial conscription and 
rationing of consumption—as generally 
not compatible with the system of cap- 
italistic enterprise, we are left with 
four main methods of war finance: 

(1) Taxation, 

(2) Forced loans, 

(3) Voluntary loans, and 

(4) The issue of currency, including 

both paper money and bank de- 
posit money. 
In a practical sense, however, it is 
largely a question as to what combina- 
tion of these methods will best serve our 
purpose. 
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Taxing vs. Borrowing 


It must be remembered, too, that each 
method may be expected to perform more 
than the single function of supplying 
funds for the purchase of war supplies. 
Taxes, for instance, are useful not only 
in raising revenue but as a means of cur- 
tailing consumption of non-essentials— 
which is an important factor in our form- 
ula of war finance. Similarly, forced 
loans or deferred payment schemes are 
not only revenue raisers but powerful 
agents in bringing about shifts in the 
uses of productive resources. 


It makes an essential difference in 
the evaluation of the different methods, 
whether our reasoning is applied to an 
economy with full employment of pro- 
ductive resources or to one with under- 
employment of the factors of produc- 
tion—reflected most clearly in the un- 
employment of part of the labor force. 
Until the stage of full employment of 
resources is reached, we should give 
preference to those methods of war fin- 
ance which induce a net increase in 
production, not merely a shift in pro- 
duction. In that period, as I see it, 
we should not, therefore, seek to cover 
the cost of armament by new taxes or 
forced loans, but mainly by borrowing, 
primarily from the banks and from the 
idle reserves of individuals. 


I shall assume that we would have 
to spend at least $15 billion a year more 
on armaments and war goods and ser- 
vices needed by the army and navy in 
prosecuting the war—than what we are 
spending now. Solely for the sake of 
discussion, let us assume that, when 
war came, our national income would 
be what it was in 1937—somewhat over 
$70 billion. On that basis, the problem 
of war finance, then, is (1) to raise an 
additional $15 billion per year and (2) 
to reduce civilian consumption and capi- 
tal expenditures by the same amount— 
so that $15 billion worth of the output 
of productive resources will be shifted 
from civilian to military uses. 


Durable and Non-durable Goods 


Of these two problems, obviously the 
basic one concerns the ways and means 
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of reducing civilian expenditures by the 
cost of armaments, and of reducing 
them, as far as possible, in step, in time 
and in kind, with the rise of armament 
expenditures. It seems permissable, 
however, to assume that not less than 
about $3 billion could be cut out of 
$45 billion of consumers’ expenditures 
on non-durable goods. 


Our great reserve lies in the large 
stock of durable goods which we have 
accumulated over the years and which 
we can afford to use, for some time, 
without making up for accruing depre- 
ciation. 


Among durable consumers’ goods, 
probably the greatest reduction in civil- 
ian purchases without a decrease in 
efficiency and without much hardship 
can be effected in the purchase and up- 
keep of passenger automobiles. It is 
probably not too much to assume that 
about $2% billion could thus be set 
free for armaments. Similarly, we 
might set free about $2 billion through 
a reduction of expenditures on other 
durable consumer goods — (mainly 
household machinery and furnishings) 
and another half billion dollars by cur- 
tailing expenditures on home construc- 
tion. 


Replacement expenditures of _ busi- 
ness (to make up for depreciation and 
the like) might be curtailed by about 
$2 billion for several years. These, 
together with about $3 billion from cur- 
rent civilian consumption of non-dur- 
able goods would give us a total of 
about $10 billion from the reduction of 
current civilian expenditures, mainly 
on durable goods. 


The Role of Savings 


We further have available a large 
proportion of the amounts usually saved 
by individuals. In war time, expendi- 
tures of such savings for the expansion 
of civilian plant and equipment must, 
of course, be heavily curtailed. Con- 
sequently, it should be easily possible 
to use an amount in the order of mag- 
nitude of about $5 billion of individ- 
uals’ normal savings for the financing 
of war expenditures. 
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We thus could set free for the pro- 
duction of armaments $15 billion with 
relative ease, and up to $20 billion with- 
out serious hardship or impairment of 
the efficiency of the factors of produc- 
tion. : 

How relatively easy our problem is, 
until we go beyond $20 billion of war ex- 
penditures, can be seen by comparison 
with the situation among the present bel- 
ligerents in Europe. $20 billion spent 
on armaments would represent no more 
than one-fourth of the total output of 
our productive resources, whereas Great 
Britain and Germany are already spend- 
ing about one-half of their national in- 
come on armaments. 


Keeping Profit System 


The second guiding principle in the 
financing of current armament expendi- 
tures is the practical necessity of pre- 
serving, to a very considerable extent, 
the profit incentive, so long as we rely 
during war time, for the production of 
armaments, on the market mechanism. 
For this reason I would regard as unde- 
sirable all tax proposals which would 
take away a substantial part of all in- 
comes above a very moderate level (such 
as $5000) or would take away all so- 
called “war profits’”—unless we definite- 
ly and consciously shift the basis of war 
finance from the guidance of the market 
mechanism to the dictates of command- 
eering and rationing. 


That does not mean that the rates of 
direct taxation on personal incomes 
should not be much higher in war than 
in peace time; nor that a considerable 
part of the additional profits of corpora- 
tions above the pre-war level should not 
be claimed by the Treasury. 


After levying special excise taxes and 
the excess profits tax, the Treasury 
would still be left with the task of fi- 
nancing the great bulk of the cost of 
armament. That cost must be covered 
mainly—under our present income tax 
structure and after introduction of a 
heavy corporate excess profits tax—by a 
levy on people with the more moderate 
incomes. The reason for this is clear 
when it is remembered that, with a na- 


SAUUEaeeeanenanneneeanansaneancnaeececagagtonsenencanucenagscnsusceconsecganscosnenscncocconanscesnacesccgsenscseccsegcencateesonageggy 


THE AMERICAN APPRAISAL 
COMPANY 


BO 


: “CERTIFICATES OF VALUE” AS REQUIRED 
= BY TRUST INDENTURE ACT OF 1939 


NONENDUONGDUONNRDOOOROOONOOOOONOOOOSOONOONONONONONE 


» 
VALUATIONS FOR ESTATE TAXES 


Chicago - Milwaukee - New York 
Washington and principal cities 


enponenoneensiony 


HOeHUsGene ote CEOnUREOOAAANLANOGEDONECEOUONCEDUAOANOOUESCCAOUOCOoecooONNEROOANOnONNONOROES 


tional income of $80 billion, individuals 
with an income of more than $10,000 are 
estimated to receive, in the aggregate, 
not more than approximately $13 billion. 
A third general principle, therefore, is 
that the bulk of armament expenditure 
must be derived from direct contribu- 
tions, from all except the poor. The 
main burden will have to be borne by 
those of moderate means. 


Favors Keynes Plan 


I think the plan evolved for Great Bri- 
tain by J. M. Keynes, deserves atten- 
tion. It is a combination of an income 
tax and of a forced loan, or, as Mr. 
Keynes later termed it, a delayed pay- 
ment of wages. A contribution, fairly 
high in relation to total income, is levied. 
But part of the contribution is regarded 
as a deferred credit to—a loan by—the 
taxpayer, to be evidenced by securities 
repayable in installments—after the 
termination of the war. 


The proportion of the total contribu- 
tion credited to the taxpayer, and repay- 
able to him, is in inverse ratio to his in- 
come; the higher the income, the lower 
is the proportion credited and repayable. 


The plan would increase the ratio of 
savings to income, where it is now very 
low, and—what may perhaps be an ad- 
vantage partly from the economic and 
partly from the social point of view— 
decrease it where it is high. Finally, 
such a scheme would, desirably, avoid or 
at least reduce the rise in the rate of 
interest and in particular the rate on 
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Treasury securities, which would occur 
if the war were financed mainly through 
open-market Treasury issues. 


It may be that, to some extent, the 
government, directly or _ indirectly, 
through such agencies as the RFC, would 
need to aid in long term financing of in- 
dustry. For my own part, I should pre- 
fer indirect governmental assistance lest. 
after the war, the government would be 
too much in control of private business. 
The proposal for the creation of gov- 
ernmentally aided but privately owned 
and operated regional industrial banks, 
would be well worth considering. 


True Democracy 


Government, like a man’s legs, need be 
only long enough to reach the ground. For 
myself, I am a disciple of the prophet who 
said, “The least-governed peoples are the 
best governed.” That, however, is not true 
unless those same people have been taught, 
and have cultivated, individual discipline, 
individual initiative, and—last but by no 
means least—individual responsibility for 
one’s neighbor. 

A government of, for, and by the people, 
where every man knows—and tries to re- 
member—that his rights and privileges stop 
where his neighbor’s begin, is to me true 


democracy. 
W. Selden Washington 
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Industrial Activity 
at 10 Year High 


According to The Associated Press, the 
nation’s industrial barometers today are the 
highest for mid-year in a decade. Figures 
tabulated as of the end of June, show the 
index of industrial activity to stand at the 
highest level since 1929, after recovering in 
the last two months most of the losses suf- 
fered during the winter and early spring 
slump. In part the rise is attributed to 
anticipation of a war industry boom, caus- 
ing buyers to stock up before government 
orders occupy factory capacity. 


The belated spring upturn showed signs 
of slowing down as the German conquest of 
France closed that very important continen- 
tal market to American trade. Commercial 
relationships with the continent became 
practically non-existent. Hardest hit by 
loss of European markets were farm pro- 
ducts, chiefly cotton. 


Financial circles debated how a “new or- 
der” in Europe and Asia would affect Amer- 
ican trade. A hint as to sentiment along 
these lines was seen in the Washington 
proposal for setting up a huge corporation 
to purchase Latin-American commodity 
surpluses, thereby preventing the Nazis 
from doing the same thing and gaining 
important spheres of influence in those coun- 
tries. 





Industrial Mobilization - 


Business Reserves and the Flow of Money Into 
War Preparations 
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As told to Harry M. Hitchcock 


T may seem too commonplace to be 

worth mentioning, that manufactur- 
ing and investing are two different kinds 
of activity; but people none the less are 
constantly losing sight of this fact. 
Both involve the employment and man- 
agement of money; but in quite different 
ways. The usual criterion of success 
in the management of trust funds, for 
example, is the earnings record; the 
rate of return on the various invest- 
ments chosen — subject, of course, to 
whatever degree of safety of the prin- 
cipal is called for by the particular con- 
ditions involved. 

But we, like every other big indus- 
trial corporation, are primarily manu- 
facturers, and investors only insofar as 
investment policies can be made to serve 
the efficiency and economy of our manu- 
facturing activities. We need liquid 
funds, not to buy securities which will 
pay dividends to our stockholders, but to 
purchase raw materials, to meet pay- 
rolls, to finance new equipment, plant 
extensions and so on, to enable us to 
earn dividends for our’ stockholders 
from direct manufacturing profits. 


Consequently the task of those charged 
with the care and management of an 
industrial corporation’s capital and sur- 
plus funds differs fundamentally from 
that of the men who manage strictly 
investment capital, such as trust funds 
of all descriptions. Whereas the trustee 
is concerned, as a rule, more immediate- 
ly with the first two of the investor’s 
“Holy Trinity,’”—income, safety of prin- 
cipal and liquidity—and not infrequently 
can almost ignore liquidity altogether; 
the corporation treasurer puts liquidity 
first, safety of principal (which is of 
course intimately related to liquidity) 
second, and income last of all. 


Our primary concern is always to 
have the money that is going to be need- 
ed, on hand when and where it is needed, 
at just as little cost and waste as we can 
manage. If at any time we can see far 
enough ahead to feel sure we have a bit 
more money on hand than we are going 
to need for a time, and can put this mon- 
ey into some investments that are pretty 
sure not to depreciate, and so have it 
earn a few extra dollars for us while 
it is waiting to be used, so much the 
better. But investment earnings, either 
as income or capital appreciation, can 
never be more than “velvet” for us. We 
look at our money not in terms of in- 
vestments, but material inventories, pay- 
rolls, supplies, machinery and so on. 


Getting Money Ready 


ND from that point of view, it seems 

\ entirely evident to us that if ever 
there was a time when we needed to be 
in a position to let our money flow freely 
into manufacturing, that time is now. 
We have, in fact, for some time been 
quietly getting ready for this immense 
flow of funds that both military and in- 
dustrial preparedness is going to re- 
quire. There was a time when we felt 
reasonably safe in putting a moderate 
part of our surplus funds—money we 
didn’t expect to need for a while—into 
bonds whose maturities were four or 
five, or even ten, years off. Of course 
these were bonds for which an active 
market existed, even for sizeable blocks. 
But that is no longer our policy. We 
have to be as sure as is humanly pos- 
sible, now, that whatever the demand 
upon us—for raw materials, for carry- 
ing heavy inventories of partly manu- 
factured or completely manufactured 
stocks, for increasing pay-rolls, for 
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plant modernization and extensions — 
all of our own money resources will be 
immediately available when the call 
comes. 


It is possible, of course, that our own 
resources may be inadequate. There 
does not today exist in American indus- 
try, if you were to pool together the 
available liquid funds of the ten thou- 
sand biggest American manufacturing 
corporations, sufficient money to finance 
the industrial expansion, combined with 
the diversion of effort from peace-time 
to military products, which is called for 
by the armament programs already ap- 
proved and contemplated by Congress. 


Then where is the money coming 
from? That, of course, is anybody’s 
guess. We are dealing with a world-wide 
shift of forces—a displacement of all 
human effort and resources—away from 
construction and toward destruction. 
This displacement cannot in any case be 
smoothly or easily accomplished. There 
are going to be—indeed, there are al- 


ready—lesser dislocations, hitches, mal- 


adjustments all along the line; and 
many of these would add up to quite a 
respectable total of capital waste and 
loss, and human anxiety and suffering, 


“That? Oh, just a couple of Corporation Treasurers 
with Government Contracts, going to the Bank.” 
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in themselves, if the greater end-results, 
the kind of thing we are seeing in Eur- 
ope and China, didn’t so completely 
dwarf them. 


No One Answer 


UT my immediate point is, that this 

colossal displacement of effort is cer- 
tainly not going to be accomplished by 
any one simple formula, like “conscrip- 
tion of wealth,” “universal service,” or 
the like. In fact, probably the finest 
way to wreck the whole machine before 
it even gets going, would be to try to 
apply some such formula, all at once. 
You can’t jam a battleship’s helm hard 
over and swing her like a row-boat, and 
the United States of America is a great 
deal bigger, and far less well equipped 
for unified control and prompt changes 
of course, than a battleship. 


Of course, in the end the money is go- 
ing to come out of the pockets of every- 
one of us, rich and poor alike. It would 
be pitiable if anybody came out of this 
world disaster in any degree better off 
as a result of the profits from the effort 
to meet this menace. The whole world 
is already far poorer than it was even 
as recently as 1938; and it is going to be 
poorer still before we find a place and 

a working plan for stopping the 
tearing down and re-commenc- 
ing the building up. 


However, as to the immediate 
course of events some things 
seem at least highly probable. 
The first is that, as I have al- 
ready hinted, the strain upon the 
immediate capital resources of 
manufacturing companies, and 
especially of those that get the 
first jobs for the production of 
military equipment on the new, 
huge scale, is going to be enor- 
mous. Every time a contract is 
signed for the propulsion ma- 
chinery of a new battleship, or 
for a thousand tons of smokeless 
powder or a shipment of range- 
finders, the contractor, under the 
Government’s present way of do- 
ing business at least — and it 





does not seem likely that this will be 
radically changed at once—has to start 
immediately laying out his own money, 
and with a lavish hand, too. What is 
more, he is not going to get that money 
back right away. It is a commonplace 
with every company that has ever done 
business with the United States Govern- 
ment, that the Government is slow pay. 


To illustrate what this means, I might 
remark that the General Electric Com- 
pany has not borrowed any money in 
exactly twenty years; but that we con- 
template the possibility that we may 
have to do so when the full scope of the 
contribution we may be called upon to 
make to the manufacture of America’s 
war machinery, is revealed. And if we, 
with our substantial resources, can see 
that possibility, how long is it going to 
be before just about every other com- 
pany that gets a government contract— 
and there are going to be thousands of 
them—has to take it straight down to 
the bank and borrow money on it? Un- 
less of course, partial financing by the 
government comes into play, in which 
event the impact on the manufacturer 
will be lessened, but not removed—and 
this money will have to be found by 
government borrowing and taxes. 

Very well; the money, then, is going 
to come in the first instance out of the 
working capital and surplus funds of 
manufacturing corporations; but that is 
hardly going to last longer than the 
first rush. The Navy Department is 
making heavy inroads on that capital 
resource already; and when the War 
Department really gets under way, in- 
dustry will be headed for the banks. 


What Must Be Capitalized 


OW long can the banks carry the 


load? That is easier asked than 
answered. I doubt if anybody knows. 
Because nobody knows how much of a 
load it will be. We are already up 
against the question of the diversion of 
effort, not in terms of money—which, 
as Germany has proved, is a wholly in- 
adequate measure of the size and scope 
and degree of this dislocation—but of 
workman and tools and plants and 
power. Remember that behind every 
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skilled workman producing the instru- 
ments of destruction, you have to have 
capitalized resources of equipment and 
facilities for his use, or for the use of 
the working team of which he is a mem- 
ber, on the order of $6,000 per man. 
And we have nowhere near enough either 
of skilled men or of precision tools and 
power equipment for the job we are set- 
ting out to do. 


What does this mean in strain upon 
our capital resources? Perhaps I can 
make it a little clearer by a simple anal- 
ogy. Let us suppose we have a first-class 
machinist already at work in a certain 
shop, and that he, and the shop in which 
he works, can be quite readily and easily 
shifted over from the manufacture of— 
let’s say mechanical refrigerator parts— 
to the manufacture of machine-gun 
parts. Now, the necessary capital re- 
sources back of this man and his tools 
have already been provided. That is to 
say, the cost of training that man, and 
the cost of manufacture of the power 
tools—and the production of the power 
—he uses, have been met out of our 
peace-time economy. 

But what about the additional men 
we are going to need, and the additional 
tools they are going to use, and the space 
to house them, and the additional power 
those tools will require, to produce a 
two-ocean Navy and a mechanized Army 
of perhaps a million men, plus 50,000 
airplanes and all the rest of it? How 
are we going to capitalize those new 
workmen—carry the cost of their train- 
ing period, the burden of their subsist- 
ence before they even begin to produce 
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(and produce, remember, not additional 
wealth, but additional means for the des- 
truction of such wealth as we still have) 
and the cost of manufacture of the tools 
for them? 

What makes it all the harder is the 
fact that in so many cases this capital 
effort is going to have to be pyramided 
two or perhaps three times. It isn’t 
only a question of training the men and 
producing the machines that are to pro- 
duce the weapons; it is a question of 
training the men and producing the 
machines that are to produce the ma- 
chines that are to produce the weapons 
—perhaps, even, in some cases, the ma- 
chines that are to produce the machines 
to produce the machines to... yes, it 
sounds like a nursery game, but this 
game is just as serious as the life and 
death of our nation; and each separate 
step in this game must not only be paid 
for, but paid for largely out of capital. 


Picking Up the Load 


-OW will we shoulder that strain? 

Make up your mind for yourself how 
much of it you—and those of whose 
interests you are guardian—can, or are 
willing to shoulder. You will almost 
certainly be wrong as to the particular 
point and direction in which, as well as 
to the degree to which, the pressure will 
come on. But that the pressure is com- 
ing, and that it will be heavier than 
anything you have yet felt in your entire 
life, seems about as certain as anything 
can be, in these days. 

Our best reasonable hope is, that it 
will come, even yet, fairly gradually. 
Every possible effort seems to be being 
made, at present, in Washington, not 
to risk further dislocations by throwing 
the load on the industrial machine, and 
on the capital structure of which that 
industrial machine is the product, too 
suddenly at any one point. It is quite 
true that we haven’t any time to spare; 
quite true that we could use, now, and 
thank God for them if we could get them 
back again, the years we have let slip 
by. But just because we have no time 
to waste, we have to be especially care- 
ful not to waste any of it by being in too 
great a hurry. 
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We do not need, I think, seriously to 
fear any immediate, hasty curtailment 
of production of even the most seem- 
ingly evident non-essentials. Capital, as 
anybody who has had experience handl- 
ing it knows, is an even more volatile 
fluid than aviation gasoline. You can’t 
just dip it out of one industry and pour 
it into another, with a bucket. The spill- 
age would be so great that you would 
have been far better off to leave it where 
it was until you could siphon it over, 
gently and carefully, without giving any 
more chances for it to evaporate in tran- 
sit than you can possibly help. 

That is what seems likely to happen; 
and in saying that I am optimistic; for 
this, as I see it, is the best that can 
happen to us—that we may be able to 
accomplish this transfer and enormous 
sacrifice of capital, without too great 
evaporation and complete, permanent 
disappearance of the life-blood of our 
free American economy. 


Avoiding Waste 


“If American financiers who speak for 
the taxpayer, not for the tax spender, will 
develop a technique to show the average 
newspaper reader what armament and gov- 
ernment are costing him, we shall escape 
much of the waste that usually inheres in 
war when the “lid is off.” 


“That our nation may have more for our 
defense, we must need spend less for our 
luxuries. Longer hours, rather than 
shorter, should be our aim when we see a 
France brought to servitude within four 
years after she was proclaiming the new 
freedom of a forty hour week. 


“Is America to survive? If that question 
is less academic today than it has been 
since April, 1865, the answer that comes 
from the past is an assured one: Yes, 
America will survive—if ‘her sons will cease 
to think of her as a Lady Bountiful and 
regard her as a mother for whom, from 
the love they bear her, they are willing 
to sacrifice. The road of individual self- 
discipline and self-denial is the road to 
America’s safety, to her happiness, and to 
her world service.” 


Douglas S. Freeman 
Editor, Richmond (Va.) News Leader 
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T the time this is being written, the 

future is obscure. There are 
threats of vigorous attacks by the Axis 
Powers, not only on Great Britain, but 
on the entire British Empire. In Asia, 
Japan is endeavoring to increase her 
pressure on China and on the French, 
Dutch and British colonial areas. 


In the face of this the ultimate posi- 
tion of the United States is far from 
clear. Some fear and a few hope that 
we may join the belligerents, others are 
bitterly opposing our active involvement. 
But there is no doubt that we are in- 
creasing our military preparations and 
thereby assuming many burdens similar 
in kind, though perhaps not in degree, 
to those of a belligerent. It is import- 
ant, therefore, to under- 
stand as clearly as we + 
can some of the essen-_ | 
tials of war economics, 
including war finance. 

What follows is to be 
remembered even if we 
merely increase our 
equipment with a view 
to preventing our active 
participaton. It is no 
more nor less true if, 
unhappily, we join the 
conflict, but its signifi- 
cance will be all the 
greater because of the 
larger economic effort 
and financial outlay in- 
volved. 


Cost Must Be Borne 
Now 


IRST to be remem- 
bered is that wars 
cannot be fought to any 
great extent from past 
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accumulations. Accumulated stocks 
of guns, ammunition, airplanes, food, 
clothing, etc., can last for only a short 
time. Even Germany and Italy will find 
their carefully gathered reserves in- 
adequate for a prolonged conflict. Since 
we in the United States have not been 
preparing for war, we can depend far 
less on the economic effort of the past. 
Obsolescence of equipment also plays 
a substantial role here. 

Nor, second, can wars be fought on the 
basis of future production. Armies and 
navies must have supplies now. Food, 
clothing, ammunition and the rest, that 
may be produced by later generations, 
are of no help in the present. Financial 
juggling through bond issues and bank 
loans may obscure the issue, but back- 
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aches and headaches, saving and sacri- 
fice at a later date can be of little or no 
help during the conflict. 


This leads to the third and positive 
assertion that the cost of a war (or of 
preparation for defense) must be borne 
here and now. This is not the common 
view. Instead it is widely held that by 
issuing bonds rather than by imposing 
taxes the burden of a war may be shift- 
ed to later generations. It is possible 
for the financing of war to be managed 
in a way that will harass our country 
for years to come, but not because the 
burden of work and sacrifice necessary 
to carrying on the war can be shifted 
to any important degree. 


Postponement A Fiction 


NE important qualification may be 

made. The people of a given country, 
say France, may during a war persuade 
the people of another country (perhaps 
the United States) to furnish supplies 
in return for the promise that later gen- 
erations of Frenchmen will repay what 
has been loaned. This does not mean 
that the burden has really been shifted 
to the future but that in the present, 
while the war is going on, the burden is 
carried by those in the United States 
who take in return the promise of the 
French that they will pay at a later date. 
Nothing has happened except that a 
debtor-creditor relationship has been es- 
tablished that may plague the world 
after the conflict is over. This is what 
happened twenty-five years ago. But we 
in the United States will not “borrow 
abroad” to meet our emergency. We 
shall rely on our own efforts and our own 
sacrifices. 


Why would not bond issues postpone 
the burden? Suppose that the Secretary 
of the Treasury informs John Doe that 
he should contribute $1,000 as his share 
of the national defense burden and per- 
mits him to choose between a bond and 
a tax receipt. He may prefer the bond 
but his immediate sacrifice is the same 
no matter what his choice. Out of his 
current income he must deduct $1,000 
of purchasing power for public use. 

If John Doe prefers the bond, as he 
doubtless will, it is because he hopes, 


TRUSTS and ESTATES—August 1940 


and perhaps correctly, that in later years 
he will get back his $1,000 together with 
interest at the rate of (say) four per 
cent per annum. But suppose he were 
informed in advance that in each of 
these later years he would have to pay 
an extra tax sufficient to meet the inter- 
est and sinking fund charges on this 
$1,000 bond. Why should he prefer the 
bond? Instead he would ask for a tax 
receipt. By so doing he would at least 
save himself and his fellow-citizens the 
cost of paying tax collectors and dis- 
bursers in the years to come. If he pre- 
fers the bond it is because he does not 
realize the nature of war financing or 
because he hopes that the burden of ser- 
vicing the bonds will fall more heavily 
on others than on himself. 


Taxes vs. Bonds 


SSUMING, then, that the burden of 

national refense must in any real 
sense be borne in the present, what about 
taxation as compared with borrowing as 
a financial method? The argument 
seems to be clearly in favor of taxation. 
But, as always, certain qualifications 
must be made. One is that tax collec- 
tions are to a greater or less extent 
delayed while many expenditures must 
be made at once. Additional income tax- 
es recently provided for by Congress will 
apply to 1940 incomes and will be col- 
lected during 1941. It is necessary in 
the meantime to secure the necessary 
funds by the sale of government bonds, 
notes or certificates. 


A second qualification must be made. 
The imposition of taxes is a delicate 


matter. Payment is compulsory, not 
voluntary, while to a considerable degree 
bond purchases are voluntary. Much 
nonsense has been uttered by those who 
allege that “the power to tax is the 
power to destroy,” but it is true that 
taxes may be imposed in amounts and 
in ways that will tend to restrict nation- 
al production. Our tax system has grown 
much like Topsy and any attempt to fin- 
ance in full through taxation would in- 
troduce an intolerable amount of fric- 
tion and lessen the effectiveness of the 
national effort. 





Property Destruction Exaggerated 


URDENS may be passed on to the 
post-war period. One is the task 
of replacing properties actually destroy- 
ed in the conflict. This task is often ex- 
aggerated. The horrors that occur in 
the areas of conflict are so great that we 
forget that the homes, the factories, the 
railroads, etc., are but a small percent- 
age of the total in the world or even 
in the countries at war. We forget, too, 
that much of this property rapidly de- 
preciates and must be replaced even dur- 
ing peace. In some cases the destruc- 
tion is a sort of dubious economic bless- 
ing, for it forces the construction of 
modern plants in the place of older ones. 
The post-war period must also make 
up for depreciation that is neglected 
during war. Much equipment is not 
properly cared for and deteriorates. Or- 
dinary replacements are not made and, 
after war ends, the task of putting build- 
ings, tools, machinery, etc., into good 
condition must be faced. Stocks of 
goods on shelves which have been reduced 
in amount must be brought back to nor- 
mal. Finally, diversion of national 
effort to war activity (or preparation 
for defense) means a retardation in the 
usual advance of the national income. 
Yet these several burdens that must 
be assumed in post-war years are rela- 
tively minor. They are cared for quick- 
ly and are unimportant compared with 
the dislocations brought by war—dislo- 
cations that persist for years and are the 
real post-war burden. Two may be men- 
tioned—dislocation of trade and finan- 
cial dislocation. 


Double Dislocation 


RADE is dislocated because, during 

a war, markets acquired through 
long years of effort are lost to others 
and new markets acquired during a war 
are often not soundly based but rely upon 
a temporary demand — either for war 
supplies or from customers who can sup- 
ply themselves better elsewhere when 
the war is over. Also financial disloca- 
tions arising from war create pressures 
that lessen demands in some directions, 
often without adequate effective demand 
elsewhere. 
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This brief paper is concerned especi- 
ally with these financial dislocations, 
since methods followed in financing war 
(or defense) may strongly affect the 
post-war period. First is the effect of 
financial methods that raise prices. Or- 
dinarily we call this inflation. To the 
extent that it occurs there is an exten- 
sive rearrangement of purchasing power. 
At the best, with only a moderate infla- 
tion, as in the United States from 1915 
to 1920, some find their purchasing pow- 
er greatly enhanced, while others whose 
incomes are relatively fixed suffer losses. 
At its worst, as in Germany ‘in the per- 
iod culminating in 1923, the shifts in 
real income may be appalling and condi- 
tions created that lead to extensive so- 
cial upheavals. 

This brings us back to the question 
of the principles to be kept in mind in 
collecting funds for government use. 
The first is that just as much as possible 
should be raised by taxation. The two 
most important qualifications to this 
general statement have already been 
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noted. But it is not enough merely to 
tax, instead of to borrow. Taxes should 
be so imposed that they do not in them- 
selves bring about the rise in prices 
that should be avoided or minimized. 
Thus, general sales taxes are apt to be 
added in large measure to selling prices. 
Taxes that add to the cost of production 
may be passed on, at least in part, with 
resulting higher prices. Taxes on net 
income, however, cannot readily be shift- 
ed nor can taxes on excess corporate pro- 
fits, if we make the rather dubious as- 
sumption that it is possible to designate 
a suitable basis for determining what 
is excess. Some of our troubles in do- 
ing this about twenty years ago have not 
been forgotten by many of us. 

Taxes should be as heavy as we can 
possibly make them. They should be 
direct taxes rather than indirect—that 
is, levied on taxpayers who cannot pass 
them on in the form of higher prices. 
Needless to say, the burden should be so 
placed that the effect is not to retard the 
important purpose—which is to main- 
tain or to enlarge the national income 
and to divert much of it to national 
defense needs. 


“Borrow and Buy” Method 


O matter how clearly these general 
ideas may be grasped, there will be 
a vast amount of imperfection in their 


application. Human reactions are erra- 
tic and often stupid or worse. Our econ- 
omic life is desperately complex and we 
are not omniscient or omnipotent. There 
will be a large increase in the issues of 
government obligations. The public debt 
will rise. 

In 1917, bonds were sold heavily on 
the “borrow and buy” basis. How many 
of us really appreciate what occurred? 
The essence of it may be made clear if 
we over-simplify the procedure. Let us 
say that in the Bureau of Engraving 
and Printing there were two printing 
presses. One of them was used to print 
Liberty Bonds. Richard Roe, President 
of the First National Bank, was urged 
(in fact, almost ordered) to sell a certain 
amount of these bonds to his customers. 
He did it by persuading John Doe (and 
many others) to buy a $1,000 bond. John 
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Doe paid down (say) $100, the banker 
retaining the bond as collateral security 
for the other $900, although he (the 
banker) had to pay the Treasury the full 
$1,000. 


Then the banker took this bond to 
a Federal Reserve Bank whose Governor 
accepted it as collateral for a loan to the 
First National Bank, giving to that bank 
sooner or later Federal Reserve Notes. 
The Governor of the Reserve Bank se- 
cured these Federal Reserve Notes from 
the Federal Reserve Agent, passing on 
John Doe’s Liberty Bond as collateral 
security. The Federal Reserve Agent 
received as many Federal Reserve Notes 
as he desired by request to the Treasury. 
They were printed on the second of the 
two printing presses to which we have 
referred. 


The result was an increase in paper 
money and the disastrous rise in prices 
until the break of 1920 and later fall in 
1929. Bonds must and will be sold to 
banks or to corporations and to individ- 
uals. We need not expect that the “bor- 
row and buy” method will be entirely 
avoided but every effort should be made 
to restrict it. The explosive possibilities 
in the present situation are enormous 
since our banks have large idle funds on 
hand, their excess reserves are enormous 
and there is now nearly $20,000,000,000 
of monetary gold in the United States. 


Removing Fetters from National 
Income 


“N conclusion, a word should be said 
about the situation when the war 
ends or at least is interrupted for a 
time. The government debt will have 
grown. Taxes will be heavy. Much will 
be said of the drain on the national in- 
come to service the huge debt. The im- 
pression will be given that taxes paid to 
carry this debt involve an actual loss in 
the amount annually produced. 


Of course this is not an accurate state- 
ment. Payments by taxpayers to service 
the debt merely pass through govern- 
ment hands to owners of the bonds. The 
losses are only two. One is the cost of 
paying the government servants who col- 





lect and disburse the sums involved, a 
somewhat modest amount. The other 
loss to the national income will not arise 
because the amounts paid in taxes will 
vanish. The funds collected will pass 
into the hands of bondholders, many of 
whom will be anxious to reinvest them 
and will do so if there are adequate op- 
portunities. This is what occurred dur- 
ing the decade immediately following 
World War 1. 


Losses will occur to the extent that 
the necessarily heavy taxes are imposed 
in ways that restrict business produc- 
tivity. Again it will be largely a matter 
of using direct rather than indirect tax- 
es. A high degree of statesmanship 
along with great economic wisdom will 
be needed to direct the imposition and 
collection of the payments needed to ser- 
vice the debts and to disburse the col- 
lections to bondholders in a way that will 
not restrict and will, if possible, enhance 
the national income. 


The United States Bond Market 


“In the hands of the bankers of America 
rests the financial fate of the Federal Gov- 
ernment, for in their vaults lie the secur- 
ities which represent the credit of the 
United States,” declared Sylvia F. Porter, 
financial columnist of the New York Post 
in an address on “War and Government 
Control of the Bond Marts,” before the re- 
cent convention of the Wisconsin Bankers 
Association. 


Many banks are discouraged and uneasy 
about their bond portfolios and Mrs. Porter 
admits that the financial outlook is none 
too cheerful. “There is one significant dis- 
tinction, however, which may eventually 
mean the difference between solvency and 
insolvency in the United States,” she says. 
“The Government can dispel your fears, 
and its own, by invoking its powers of con- 
trol over the bond markets of the nation. 
Through laws, regulations and precedent, 
the Government has eleven powers of con- 
trol of its own market. So immense are 
its control devices that it actually can take 
over this $46,000,000,000 market should it 
decide such drastic action is necessary! 
Never before has official control of the Gov- 
ernment market been so significant to banks, 
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insurance companies and individual in- 
vestors in this country. 

“There are two major methods which may 
be employed by the Government to influence 
the movement of Government securities. Di- 
rect buying of outstanding issues and indi- 
rect support or stimulation. Before the 
United States treasury lies the tremendous 
task of borrowing to finance the national 
defense program and of refunding $12 bil- 
lions of outstanding obligations due within 
five years! The total financing job be- 
fore the Treasury may top $15 billions, 
may approach $20 billions. With this job 
ahead of it, the Treasury cannot afford a 
tottering or wildly fluctuating market. It 
cannot afford to refund 2%% bonds with 4 
and 5% securities, when it has to pay in- 
terest on $50 billions of obligations. 


“If and when a catastrophe topples the 
bond price level in the future, it seems cer- 
tain that the Government immediately will 
step in to maintain orderly, receptive mar- 
kets. Every indication is that control oper- 
ations will be directed toward keeping the 
markets orderly, not toward keeping bond 
prices at record-high levels.” 
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HAT can a mere student of human 
history say to trustees that will 
be of any practical utility to them? As 
owners, managers, or fiduciaries they 
are responsible for the care, conserva- 
tion, and management of private capi- 
tal funds and goods. He, on the other 
hand, is concerned with obtaining exact 
knowledge about what mankind at large 
has said, thought, and done in the past 
—the near and the distant past. They 
are, or are supposed to be, primarily 
defending their rights and interests, or 
those of the persons dependent upon 
them, against the hazards of fortune, 
including the encroachments and vicissi- 
tudes of the State, which is, perhaps 
ironically, regarded as the supreme pro- 
tector of law, order and property. The 
student of history seeks to find out, as 
best he can, what has happened in times 
past. Trustees want to know what is 
happening and is likely to happen in the 
future. He searches for hard matters 
of fact; they need knowledge and judg- 
ment, facts and that subtle power known 
as insight or intuitive anticipation. 
Yet, historical records tell us a great 
deal about the trustee—in ancient Rome, 
in the Middle Ages, and Modern Times. 
They disclose the existence of many kind 
of trustees—faithful and false, fortun- 
ate and unfortunate. They show that 
the faithful trustee is essentially con- 
servative, in that he tries to defend 
points or positions previously won, even 
after changed circumstances have made 
them indefensible. Being conservative, 
he is also likely to fall into a panic when 
circumstances change radically, and to 
surrender positions which a more subtle 
judgment might hold. 


History Does Not Repeat Itself 


F written history cannot tell the trus- 
tee just what long term investments 
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he can make with assurance, it can pro- 
vide him with certain axioms or maxims 
in respect of the society in which he 
works. Perhaps first among these per- 
tinent axioms is the rule that history is 
irreversible, that history does not repeat 
itself. This is, of course, contrary to 
the popular saying that there is noth- 
ing new under the sun. 

The truth of the axiom that history 
does not repeat itself can be tested by 
any trustee who stops a few minutes to 
think about his own knowledge of his- 
tory, no matter how slight it may be. 
Does anybody in his right mind believe 
that the ideas, practices, personalities, 
and actual conditions of 1928, 1920, 1912, 
1896, 1860, 1815, 1776 or any other date 
in American history can or will be ex- 
actly duplicated at any future date? It 
never has happened. The probability 
that it will never happen is so great that 
we may, for practical purposes, call the 
axiom a certainty. But in the midst of 
change some things are more or less 
permanent, that is, have a certain con- 
tinuity, for operating purposes. Wise 
is the person who can divine the stable 
amid the eternal flux of things! Neither 
historian nor trustee as such possesses 
this power of divination. 

Whatever may have features of per- 
manence, we may be sure that every such 
factor will operate in a different setting 
in the years to come. Bonds and stocks, 
as liquid claims to wealth, will doubtless 
long endure. Private bonds and old pub- 
lic bonds were wiped out in the Russian 
revolution of 1917, but new Russian gov- 
ernment bonds in huge quantities have 
appeared in their place. Both stocks 
and bonds and private capital goods 
have survived the Fascist and Nazi rev- 
olutions so far, but they are all subject 
to new State servitudes and calls. In 
those countries trustees who insisted on 
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all or nothing were quickly liquidated, 
while trustees of supple ingenuity either 
survived the storms with something in- 
tact or soon acquired something. To 
any trustee something is better than 
nothing. Surely it may be set down as 
a historical axiom that the all-or-nothing 
trustee is most likely to encounter des- 
truction at the hands of coming history, 
which is bound to contain drastic changes 
in the ideas and conduct of human 
beings. 


What of Our Gold? 


INCE history does not repeat itself, 

many economists to the contrary 
notwithstanding, a calculation marked 
by a high degree of probability may be 
based upon this axiom, namely, that the 
conditions which made gold in private 
as well as public hands the basis of the 


circulating medium and_ international 
exchange are not likely to be repeated. 
Anyone who will take the trouble to ex- 
amine the complex historical circum- 
stances in which gold-based currency 
and exchange arose in the nineteenth 
century will quickly see how peculiar 
they were, how closely related they were 
to the opening of virgin continents and 
to the course of exchange between in- 
dustrial countries and raw-material coun- 
tries. A return to the conditions of 
1896, for instance, is unthinkable to any 


person who has even an elementary . 
knowledge of world history. 


Unless history is to be reversed, then 
the probability is that the gold stored 
in Kentucky will not come out of the 
ground and enter into free circulation 
at any time near enough in the future 
to interest us, if ever. For this general- 
ization we have the official support of the 
Republican party. That party is, his- 
torically speaking, the party of gold. 
Did it promise in 1936 an immediate 
reintroduction of gold as a free circulat- 
ing medium? It did not. What does 
it promise in 1940? It promises “to 
take all possible steps to preserve the 
value of the government’s huge holdings 
of gold and reintroduce gold into circu- 
lation.” What steps? And when? 


Even the intellectual aroma of 1896 
cannot be revived. Republicans know it. 
Democrats know it. The question then 
is: What do we do about it now? If 
the present trends in European curren- 
cies keep up, how are Democrats or Re- 
publicans to preserve the value of the 
government’s gold hoard? A sagacious 
trustee is not likely to count upon any 
return to the year 1900 when, many wise 
men thought, the gold standard was as- 
sured forever to the United States and 
all great world powers! 

Unless the history of the past century 
is reversed, which is highly improbable, 
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then the trustee can no longer look to 
free circulating gold or the security of 
the private gold hoard as a basis of his 
operations or a guarantee of anything. 
Indeed it is appropriate to ask, in view 
of the circumstances in which we find 
ourselves, whether that old security was 
security after all. If it was security, 
why did it fail to guarantee security to 
us? 


High Interest Rates Gone Forever 


IMILAR considerations enter into 

that other concern of the trustee, 
namely, a high interest rate or any in- 
terest rate to be deemed profitable or 
advantageous. In what historical cir- 
cumstances did a high interest rate pre- 
vail? Two features of those circum- 
stances are obvious in the pages of his- 
tory. The first was a certain scarcity 
of money, due in some measure to the 
use of gold as the basis of currencies. 
The second was the existence of large 
“backward” areas open to development 
and to exploitation by free capitalist 
enterprise. 


From the circumstances of the present, 
gold as a positive limitation on curren- 
cies has largely disappeared; the land 
areas once open to free capitalist enter- 
prise have also largely disappeared. In 
part, at least, this disappearance is due 
to two things: (1) the development of 
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the virgin continents of the earth, for 
example, the continental domain of the 
United States; and (2) the intense na- 
tionalism which has led the countries 
of the once virgin areas to insist upon 
controlling the terms and conditions on 
which their economies are to be conduct- 
ed henceforward. 


With the dominance of gold scarcity 
destroyed by contemporary monetary pol- 
icies and the once virgin continents well 
developed, it is not likely that the high 
interest rate will return in any metro- 
polis of power or in the former “back- 
ward places” of the earth. 


Conservatism of Trustees As A Factor 


NOTHER historical factor has work- 
ed against a return to the high in- 
terest rate. That is the unwillingness 
of trustees to endure the frightful liq- 
uidation of old stocks and bonds which 
was allowed to occur in previous panics; 
1837, 1873, or 1893, for example. In 
some measure the existence of large 
fiduciary institutions accounts for this 
unwillingness to allow the destruction 
of old values. Life insurance companies, 
endowments, and savings banks, for in- 
stance, refused to take the liquidation 
threatened in 1929. They, rather than 
“the revolutionary proletariat,” were 
responsible for President Hoover’s reviv- 
al of the Reconstruction Finance Corpor- 
ation in 1932. By 
this Act, designed to 
underwrite old values 
and save some inter- 
est rates on them, the 
possibility of high in- 
terest rates on new 
values was foresworn, 
for the time being at 

least. 


Once more the con- 
servative character of 
trustees was demon- 
strated. This is not 
to say conservatism 
“N is good or bad. It is 
A ust cc tbaden merely to say that fi- 

duciary institutions 
themselves bear a 
share of the respon- 
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sibility for the low interest rate. High 
rates are associated with high risks 
and wide opportunities in virgin areas 
open to development. The fiduciary by 
‘nature avoids high risks. High interest 
areas are now closed or shaken by in- 
security. For weal or woe, wisely or 
unwisely, government investment ex- 
pands and private investment lags, and 
no signs of drastic change in this re- 
spect are in sight. Tragic as it may 
seem to trustees, such seems to be the 
situation in which we find ourselves. 


To explain the calamity many scape 
goats have been devised. This means 
that the responsibility is shifted to some 
persons or things outside the trustee 
group. 

Resort to scape goats is one of the 
oldest human expedients and, however 
cheering to some people, it is one of the 
most inadequate diversions, in the light 
of historical experience. Doubtless the 
state of things which appeared to be so 
fine and secure in 1912 or 1928 was it- 
self in a large measure responsible for 
the present state of things. Surely the 
present did not come out of nothing. 
Some of the chief architects of our im- 
mediate uncertainty were supremely cer- 
tain of themselves in 1928 or 1912. This 
historical fact is illuminating for those 
who have eyes to see. 


Older than the systematic study of 
economics or sociology is the command: 
“Know thyself.” 


The estate of the late De Witt Page, Gen- 
eral Motors vice president and racing stable 
owner, was estimated at $12,630,246, ac- 
cording to an inventory filed in the Bristol, 
Conn., Probate Court. The bulk of his es- 
tate, which he left to his widow, was in 
stocks and bonds. Mr. Page’s General 
Motors holdings alone were valued at $8,- 
585,429. 


Capitalism and Wealth 


We have two kinds of money in this land, 
the same as anywhere else—earned money 
and accumulated money. It used to be that 
we expected those who possessed accumu- 
lated money to lose much of it in three or 
four generations through the thinning of the 
blood and riotous living. Then those who 
were still earning would emerge to the top 
realm of possession and prestige. Thus the 
Goulds, Vanderbilts and Fisks of one genera- 
tion gave way before the Morgans, Rocke- 
fellers and Mellons of another. 


Today, however, under the New Deal, all 
the advantages go to those who possess ac- 
cumulated wealth until they die. Those 
who are earning wealth are so heavily taxed 
that they cannot hope to hand down to their 
children important accumulations. The man 
who earns $1,100,000 a year is taxed $790,- 
000 by the Federal government alone, to say 
nothing of the taxes of state governments. 
I venture to say that under our present New 
Deal system no one who is not a millionaire 
can become one, but that those who possess 
inherited accumulations of wealth can buy 
up the industrial and commercial establish- 
ment of the country at reduced prices. And 
the prices are reduced because the middle 
class—the people who live on their earn- 
ings—have too small a residue after paying 
taxes to compete with the inheritance of 
wealth. 


All other economic systems (except cap- 
italism) lead to a concentration not only in 
the control but the possession of wealth. 
For instance, under feudalism wealth was 
concentrated in the political and clerical 
hierachy with minor possessions in an occa- 
sionally emerging mercantile group. Under 
Russian Communism and to a slightly lesser 
degree in Nazi Germany wealth is concen- 
trated to a constantly increasing extent in 
the hands of those who control the govern- 
ment. 


Capitalism therefore represents the diffu- 
sion of the ownership and use of wealth.— 
George E. Sokolsky, in New York Herald- 
Tribune. 





See America First 


HERE are at least three oceans which separate us from the European War. 

The Atlantic separates us from the probability of armed invasion; the ocean 
of ballyhoo, propaganda and just plain nonsense that has been written and spoken 
about it by a host of amateur commentators—and political saviours—separates 
us from the probability of understanding its causes—and therefore its possible 
repercussions; and the ocean of downright laziness or the defeatism of mental in- 
competents, even in high places of potential lead- 
ership, separate us from real preparedness and 
effective counter-action. 

The latter is best illustrated by those go- 
lightly pussyfooters who leave it to the govern- 
ment, believing that military armaments alone 
are an adequate solution. They are the “wait- 
and-see-ers.” They have no place in a demo- 
cracy and are invidious, if unconscious, traitors 
to it, for that way lies dictatorship. It was such 
turning over of all responsibility to the political 
heads that paved the way so smoothly for his- 
tory’s long line of fuehrers ending (we hope) in 
Adolf the Malignant. For if we learn one truth 
in this confused world it is that with responsi- 
bility goes an equal weight of power—and of 
course, vice-versa, according to the inviolable 
law of physics. 

And before one jumps to the conclusion that 
discussion of such general concerns is of little 
“practical” value to a work-a-day world here, 
let us recognize that a world revolution—not just 
a military engagement—is now in process. Many 
of the same destructive forces and unbalanced 
conditions which broke out in war abroad are 
here in high degree, as will be readily seen from 
observing the tremendous strifes and strains be- 
tween so-called “‘classes” and supposedly diver- 
gent groups, changing our economy in a thou- 
sand ways in the space of ten years past. It is 
utterly futile to call in a paperhanger to cover 
the cracks on the wall with emblematic designs, 
when the foundations of the entire building are 
in bad repair. Definitely we must continue do- 
ing business, but with a new objective, to coor- 
dinate the individual effort with promotion of 
the general welfare. This way lies the free, co- 
operative democracy of the future, to which the 
only apparent alternative is totalitarianism (un- 
tat, i for us the living to be pore dedicated der an Americanized name, perhaps, but still the 


the great task remaining before us 
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This is not to say that our main danger is of armed Nazi invasion. On the 
contrary, the most competent observers seem to be coming to the conclusion that 
our main danger lies within, in continued depression and resultant dissatisfaction, 
in continued persecution of business and resultant “class” conflict, fanned by 
political adventurers. Being largely an internal problem, it is capable of solution 
by our own efforts, if we can learn to be “good neighbors” with our own fellow 
citizens and, by voluntary cooperation, create a society so much more productive 
and with such greater opportunities than state socialism has ever created that 
the struggle will be to emulate rather than emasculate our system. That is Amer- 
ica’s great alternative—it is the hope of a world in revolution against a capitalism 
prostituted by political or business egomaniacs. 

Large-sized phrases and high-sounding resolutions are being tossed around 
today—often by those who would hide, behind their camouflage of generality, 
their inability or unwillingness to analyze the movements which underlie the two 
wars. For there are two; the foreign international one and the local civil one; 
our job is to solve our own, and it will not be done by pecuniary priming of a 
politically paralyzed pump, but by production—pure and simple. We lost faith 
in productivity because it was neither pure nor simple. Its fruits were too 
largely garnered by a few greedy traitors to honest capitalism and by technical 
or legal sabotage. 

In the fall of France we have a tragic example of the false security that 
comes from reliance on military fortification alone. It is the enemy within that 
saps the strength of a nation, whether that enemy be the sweet sirens of a social- 
istic philosophy or the lazy abdicators from capitalist leadership. It is time we 
realized that Germany was not alone in its change of leaders and of economy. 
True, it was more violent and revolutionary than in France, where politics be- 
came the national pastime and where the vacillation of power and philosophy 
from one pressure group to another prevented any sustained effective action, 
either of government or of productive industry. 

But the United States has also had a distinct change of leadership since the 
Armistice, and in the same direction—from business to politics. Let those who 
criticize the New Deal for its persecution of free enterprise remember that that 
same free enterprise, carrying laissez-faire politics to an extreme, largely emas- 
culated the freedom of popular government. When will we realize that there is 
a democracy in business just as in politics? Because true political Democracy 
cannot exist without capital democracy, we must stop this silly civil war and 
reestablish that national unity which alone will make the world safe for Democ- 
racy. 


Rip Van Winkle and Private Capital 


APITALISM, in the sense that it is the channel by which the savings of past 

labor may be used to complement present labor, is a basic ingredient of all 
forms of social and national life. As such it represents that vast heritage of 
resources, goods, and productive facilities which constitutes the wealth of indivi- 
duals or of their countries. Even war can destroy but a portion. It constitutes, 
with our man power and managerial skill, the armament of our defense. 


But there is a vast difference between private and state capitalism, between 
the American Way and the Communist or Fascist Systems. Recent European 
history, made before our own eyes, gives living proof that where the ownership, 
or even control, of capital'is lodged in the hands of those exercising the political 
control, a state socialism is the only result. Political slavery of the people’s sav- 
ings has led inevitably to political slavery of the people themselves. 
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We must be on guard in this country against the false disciples of wealth 
conscription. Government restrictions against profiteering—yes; government 
assistance for efficient coordination of defense production—yes; government polic- 
ing to uphold the popular law of the land—yes. But not government manage- 
ment: that was the step by which Germany became a self-perpetuating dictator- 
ship, with power to force its demands on every factory and at every fireside. 
Surely, the American method of free enterprise and private property, voluntarily 
cooperating with the will of the people, expressed through duly enacted law, can 
out-produce, out-maneuver, and out-prosper any socialism of politically degener- 
ated European states. 


But if our capital is to remain in private hands, its owners must accept the 
responsibility to use it intelligently and democratically. It must not be a slacker, 
seeking refuge in the “guarantee” feature of mortgages, be they on one home or 
on the nation. Investment in government debt has a distinct and honorable place, 
to the extent used for protection or production. But its great usefulness, its 
prime duty, is to complement the efforts of today’s labor, to raise the standard 
of production and living, and thus, the national welfare. 


HE public is demanding—and rightly so—that wealth fight with men; nor is 

it possible to do otherwise, for war today is a total mobilization. Increased 
taxes from income and profit seem inevitable, and a price we willingly pay for 
efficient defense, but is it not the role of the fiduciaries to guard against any 
taxation which will dry up the well-springs of production, by destroying the 
capital resources from which only can come internal welfare and international 
strength? A word of pity may be in order here for the benighted Rip Van Win- 
kles who feel that their only concern is with increased taxes and a leveling of 
big estates; who see no further duty than the negative one of “playing the mar- 
ket” all the way down, or trying to get out of a special situation before the “suck- 
ers” get wise. It is this very investment philosophy of salvage which threatens 
to make all fiduciaryship a slow form of financial suicide, and, not so incidentally, 
of suicide of private capitalism. 


Private capitalism today faces the same challenge as does democracy; the 
two are interdependent. If it is not dynamic in attaining greater efficiency of 
production and distribution, it will face the threat of socialization, according to 
the convictions of able economic observers, both here and abroad. As guardians 
and managers of probably 100 billion dollars’ worth of accumulated savings 
(which is between one-third and one-quarter of the total estimated national 
wealth) our trustees, insurance companies, savings banks, endowments, and other 
fiduciaries have a tremendous stake and a rare opportunity in economic planning 
—unless, of course, they forfeit their right to management by inaction or de- 
featism. 


We take issue with the prophets of doom who proclaim that private capital 
is senile. They are confused by the growing pains of a system which has given 
this, the oldest of all democracies, the most virile of all economics. They are 
right that there is no going back, and those who wait like ostriches until the storm 
blows over will not recognize capitalism in its new dress when they finally take 
their heads out of the shifting sands of time. It is up to the living to regenerate 
capitalism as a dynamic force for the public welfare. Nor will the 15 billion dol- 
lars a year spent on defense be a mortgage if we learn to work capital and labor 
to produce more than 15 billions a year in new wealth. Capital has always been 
fluid, changing ownership as stronger, more efficient owners come along. It is 
always evaporating, through obsolesence or wear and tear, but like its compatriot, 
present labor, it will be worthy of its hire so long as it pulls its load. 
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Trusteeship for Foreign Possessions 


HERE is probably only one rela- 

tionship between the 21 American 
republics and the European-controlled 
territories in this hemisphere which 
could be justified on moral and political 
as well as military grounds — that of 
trusteeship. The proposal made by Sec- 
retary of State Hull before the opening 
session of the Pan-American Conference 
at Havana on July 22nd, is a realistic 
and internationally fair approach to the 
essential protection of the American 
hemisphere, and of the subject territor- 
ies. 


Honestly asserting our attitude to- 
ward these “congenial neighbors” as 
opposed to their use for barter or battle- 
ground for European conflicts, he ex- 
pressed the true feeling of Americans 
that “We have no desire to absorb these 
possessions or extend our sovereignty 
over them.” On the contrary, he stated, 
“as soon as conditions permit, the region 
should be restored to its original sover- 
eign or be declared independent when 
able to establish and maintain stable 
self-government.” To carry out these 
objectives he proposed a co-trusteeship 
of all American republics, which plan, 
he says, the United States government 
indorses and is prepared to help execute. 
Adopted in the Act of Havana, such 
trusteeship would become operative in 
an emergency of foreign transgression. 


The United States has already proven 
its absolute integrity and worthiness, 
as trustees, for example, of Cuba and 
the Philippines. Great Britain would 
probably find it a relief to have such 
honorable guardians appointed for her 
possessions here. As to the subject na- 
tions such as Holland and France, the 
Nazi-controlled regimes would probably 
be unwilling to assent, and claim “undue 
influence” of such trustors should we 
establish protection of these trust res. 


One thing else is certain: the trustee 
would assume not only military but also 
economic responsibility for the posses- 
sions, which would be irritable under 
any conditions which lowered their trade 


or standard of living. This is the same 
fundamental problem of economic deter- 
minism which is the prime concern of 
the Pan-American conference, for loyal- 
ties often follow the flags of commerce. 
The need for markets, as much as the 
need for solidarity of defense, may even 
set in force a movement toward a United 
States of South America as one means 
of removing present harmful restric- 
tions of intra-continental trade. 
Secretary Hull’s proposal of joint trus- 
teeship is of profound significance in il- 
lustrating the adaptability and enduring 
usefulness of the fiduciary principle. Per- 
haps the trust relationship is yet in the 
beginning of a new epoch of develop- 
ment; perhaps the compliment of giving 
another a sacred obligation is itself a 
tremendous insurance of faithful per- 
formance, for few men are so lacking in 
pride that they will not make every ef- 
fort to justify the good opinion of others 
whom they respect. Perhaps it is Amer- 
ica’s destiny to create a better world 
through the extension of the spirit and 
ideals of trusteeship not only to internal 
but also to international relationships. 


“Real” Wealth 


At a recent meeting of the National 
Association of Mutual Savings Banks, 
Lyle H. Olsen, vice president of the 
American Appraisal Company of New 
York City, declared that “with our great 
technological development, represented 
by the expansion in public utility and in- 
dustrial enterprises, real estate still rep- 
resents the most important part of our 
national wealth. Land and improve- 
ments for the nation as a whole are 
estimated at about 240 billion dollars, 
or 56 percent of total national wealth. 
This is against 16.4 percent for all pub- 
lic utilities; 11 percent for all personal 
property including house furnishings; 
and 4.7 percent for machinery and equip- 
ment of manufacturing enterprises. Of 
this total value of real estate, approxi- 
mately 26 billion or 10.8 percent is tax 
exempt.” 





Our Unexplored Economic Frontier 


THEODORE J. KREPS 


Economic Director, Temporary National Economic Committee; 
Professor of Business Economics, Stanford University 


The frank glorification of the New Deal which follows was not pub- 
lished merely to raise our readers’ blood pressure, but because of our 
conviction that in times like these it is no less than a duty to examine, 
calmly and dispassionately, even views we ourselves consider unsound, 
whenever—as in the case here—they represent an important factor. in 
American opinion. The facts and opinions Professor Kreps expresses 
constitute an influence we have to reckon with. And some excellent points 
are made. To disentangle the truths from the fallacies (or what we, at 
any rate, believe to be fallacies) in this address, would be more than 


stimulating mental exercise; it would be a real public service. 


Will any 


of our readers qualify to do so?—Editor’s Note 


O win a war, it is alleged, a democ- 

racy must forget those in distress 
and the unemployed. It must renounce 
its ideals. Unemployment, poverty, and 
war are interrelated parts of one prob- 
lem. Whatever makes the economy 
strong in peace makes it strong when at 
war. War has changed neither our eco- 
nomic objectives nor the nature of the 
bottlenecks that prevent full production 
nor the usefulness of the well-tried 
means of removing them. Our objective 
still is that set by the President before 
the Temporary National Economic Com- 
mittee: a strong and vigorous economy 
in which free private enterprise provides 
the maximum quantities of goods and 
services at lowest possible prices with 
greatest possible efficiency. 

The experiences of the last war when 
various groups of American laborers 
and consumers suffered a reduction of 
as much as a third in their 1913 stand- 
ard of living, while thousands became 
war millionaires, must not be repeated. 
Such economic injustice destroys morale. 
It not. only breaks down the integrity 
of the home front, it makes soldiers 
doubt the value of the system they are 
fighting for. 

What these bottlenecks are has been 
abundantly demonstrated in the eighty 
volumes of testimony and scientific mon- 


From an address before the University 
of Virginia Institute of Public Affairs, 
June, 1940. 
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ographs scheduled to be published by 
the Temporary National Economic Com- 
mittee. Laborers, investors, farmers, 
middlemen, captains of industry, and 
government—all have been jointly and 
severally responsible. Through their in- 
ertia, shortsightedness, and misunder- 
standing, they have failed or refused 
to make economic and social adjustments 
when needed. No single group or fac- 
tor is alone at fault. No simple panacea 
provides a solution. 


Do Dollars Work More Efficiently? 


Business men have done just as good 
a job of making new investments where 
needed in the thirties as in any previous 
period. In numerous industries plant 
capacity has been expanded two- and 
three-fold since 1930, notably in the ray- 
on, organic chemical, airplane, electrical 
refrigerator, synthetic plastics, nylon, 
Kraft pulp, technicolor and air-condition- 
ing industries and of course alcoholic 
beverages. Scores of new developments 
have taken place since 1930 exhibiting 
typically American business genius and 
daring. 

The central fact which those who like 
to indulge in dollar computations con- 
cerning the amount of obsolescence and 
accumulated depreciation that exists in 
the American capital plant so often for- 
get is the fact of capital-saving inno- 
vation. A recent study by the Brook- 
ings Institution entitled Productivity, 





Wages and National Income demon- 
strates in nearly every branch of indus- 
trial enterprise that in recent years 
smaller amounts of fixed capital are 
required per unit of production. 


By way of example, turn to Chart 1. 
Notice that the automobile industry in 
1938 had less than two dollars invested 
for every three dollars which it had in- 
vested in 1926, although output and cap- 
acity in 1939 exceeded output in 1926 
by nearly one-third. Note that the total 
dollar investment began to decline in 
1926. 


Was this because management in the 
automobile industry felt that the busi- 
ness outlook in 1926 was uncertain? Or 
were they afraid of the political situa- 


FIXED CAPITAL INVESTMENT, OUTPUT, AND 
EMPLOYMENT IN AUTOMOBILE INDUSTRY, 
1919-38. (1923-25 = 100) 
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tion? It could not have been “unsatis- 
factory” profits. The General Motors 
Corporation earned 48 percent on invest- 
ment in 1927 and 25 percent in 1928, 
being one of the most remarkable profit- 
earning enterprises in the American 
economy. Chrysler showed a similar 
satisfactory rate of return. Yet, inter- 
estingly enough, by far the greatest 
amount of new investment was made by 
the Ford Motor Company when it 
changed from Model T to Model A, 
though (or possibly because) its rate of 
profit was negative. 


The total amount of investment meas- 
ured in dollars has gone down or failed 
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to rise proportionately to output in 
recent years in every industrial segment, 
whether manufacturing, automobiles, 
electric light and power, or textiles; 
more and more product is being pro- 
duced with a given amount of invest- 
ment in capital goods. If two years of 
similar prosperity are compared, 1928 
and 1936, an almost identical amount of 
product was put out in 1936 with 10 
percent less dollar investment in fixed 
capital. This tendency is particularly 
pronounced in the electric light and 
power, automobile, iron and steel and 
cotton textile industries. Only railroads 
form an exception, due possibly to the 
effect of decreased traffic plus lack of 
flexibility in capital structure. Gener- 
ally, the efficiency of capital has greatly 
increased in recent years. 


Parenthetically, note that in every in- 
dustry the payroll cost of a unit of out-— 
put has been going steadily downward. 
In 1937 in the manufacturing industries 
labor costs of a unit of output were 17% 
percent lower than in the early twenties. 
The figures for other industries show 
unit wage costs declining over 20 per- 
cent on the railways and 37 percent in 
the electric light and power industry. 
In addition, certain studies made for the 
Temporary National Economic Commit- 
tee show that in these industries the 
payroll cost of a dollar of output has 
likewise been pared down. 


Prosperity — on the Charts 


To return to the main argument— 
while dollar value of fixed plant has gone 
down the available evidence indicates 
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that capacity has not. This seems to be 
true even in the railroad industry. And 


FIXED CAPITAL INVESTMENT, OUTPUT, AND 
EMPLOYMENT IN MANUFACTURING, 1919-38 
(1923-25 = 100) 
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figures on unemployment by no means 
tell the whole truth. For during the last 
seven years between 7% and 9 million 
men have been put back to work. Dur- 
ing the year 1932 about 37,704,000 per- 
sons were gainfully occupied. In 1939 
this figure had risen to 45,314,000 per- 
sons, an increase of 7,610,000 persons. 


Similarly, profits of 200 large corpora- 
tions in the fall of 1939 were at approx- 
imately the same level as in the last 
quarter of 1929. They were higher than 
in any other period since the last war 
excluding the years 1928 and 1929. 

Taking the articles in which consumers 
are interested, merely, food, clothing, 
shelter, and the like, note that these, too, 
have been greatly improved in perform- 
- ance and quality. The utility of gas 
ranges today and of plumbing and heat- 
ing fixtures, the mileage from a pound 
of rubber and from a barrel of petro- 
leum—all have increased. In terms of 
usefulness to the consumer the per capita 
production of consumable items was like- 
wise greater in 1937 than in any year 
in the so-called new era with the sole 
exception of 1929. In terms of want- 
satisfying power, per capita production 
of the things we eat, want, and enjoy 
may have been higher in the period 
1936-1939 than it was in any similar 
four-year consecutive period. 

It is merely insistence on fact to point 
out that national income in 1939 was 


TRUSTS and ESTATES—August 1940 


71 percent higher than in 1932. Wages 
and salaries were 62 percent higher, 
weekly payrolls of factory workers 145 
percent higher, cash farm income 82 per- 
cent higher, dividends received by stock- 
holders 55 percent larger, and the Fed- 
eral Reserve Board index of production 
64 percent higher. 

Those who have an aversion to the 
whole truth usually lay emphasis only 
on the debt of the Federal Government. 
But obviously so far as the economy is 
concerned it is the total of debt, federal, 
state, local and private, that constitutes 
a mortgage on our assets. And the total 
debt was less by $2,246,000,000 in 1939 
than it was in 1932. 


Moreover, business men and deposi- 
tors no longer worry about panics, runs 
on banks, farm insurrection against 
mortgage foreclosures and bread riots. 
The country is no longer paralyzed by 
buyers’ strikes, in fact the phrase has 
almost been forgotten. Millions of home 
owners have been saved a roof over their 
heads. 


The Divinities are Discontented! 


Progress has been made. But it 
should not blind us to the fact that we 
have not achieved either what we had 
hoped for or what we can achieve. “Div- 
ine discontent” with results is nowhere 
more keenly and honestly felt than by 
the young, idealistic, forward-looking 
group in Washington. They repudiate 
all forms of economic defeatism, partic- 
ularly that disastrous kind so strikingly 
revealed in conservative government and 
military circles abroad which fondly im- 
agine that the clock can be made to 
turn back or stand still. The hard-hit- 
ting, realistic liberals under President 
Roosevelt have been continually inspired 
by the possibilities ahead of an “Amer- 
ica Unlimited.” 

The magnitude of the frontier here 
to be explored is evident from the fam- 
iliar pyramid showing income levels in 
the United States. Nineteen million 
families have incomes of less than $1500 
a year. These families, representing 60 
percent of our population, constitute a 
vast unexplored economic ore body open 
for the kind of pioneering effort which 
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the Swedish and British have used 
throughout the last 50 years. The needs 
of these 19 million families are stupen- 
dous; more than half of them are ill- 
fed, ill-clothed and _ ill-housed. 


[What? After all that has been spent, 
is this still true?—Ed. Note] 


The Temporary National Economic 
Committee has throughout the course of 
its deliberations emphasized the vast 
possibilities of expansion for private 
enterprise in the United States. Even 
if so modest an expansion of domestic 
trade were pushed as that which would 
result from the increased purchases 
which those families getting $1250 or 
less would make if they could earn about 
$1500, the amount of new business would 
be stupendous. 


The Temporary National Economic 
Committee has emphasized over and over 
again that there are no frontiers where 
human wants are concerned. From the 
opening day in December of 1938 to the 
present time the committee has individ- 
ually and collectively kept this vast un- 
derdeveloped frontier freely open to 
American business without barrier of 
language or economic philosophy or mil- 
itary might. It is a frontier about 
which little or nothing was known until 
the National Resources Committee made 
its famous studies on consumer incomes 
and expenditures. It is a frontier that 
must be further explored if the American 
way of life and of private enterprise is 
to march onward to higher achievements, 
able to withstand all enemies within and 
without. 


Not a Mature Economy? 


The further exploration of this vast 
frontier requires more economic pion- 
eers, men with vision able to get out- 
side the shells of their usual orbit of 
thinking and self-interest. 


The frontier is both technical and eco- 


nomic. Changes in one must be syn- 
chronized with changes in the other. 
If we vigorously push advances in meth- 
ods and techniques of production and 
refuse to make the requisite economic 
adjustments in marketing and distribu- 
tion we will set up grave tensions in our 


ANNOUNCING 
the new 


NATIONAL DEFENSE 
SERVICE 


This practical, loose-leaf publication — 
the Prentice-Hall ‘“‘National Defense Ser- 
vice’? — is the only source of informa- 
tion that gives you straightforward, or- 
ganized guidance on how business must 
adjust itself to National Defense laws. 


Kept continuous- 
up to date 
supplemen- 
tary pages, the 
Service has been 
designed especi- 
ally to help busi- 
ness men _ con- 
tinue to operate, 
and operate prof- 
itably, under the 
new laws govern- 
ing voluntary 
Government con- 
tracts, compul- 
sory contracts, 
regulation of la- 
bor, materials 
and supplies, con- 
scription, and 
other National 
Defense laws. 


The Service answers such questions as 
these: 


1. Where do you go to get a govern- 
ment contract? To Washington? To 
the Defense Commission? To a Re- 
gional Procurement Office? 


. What material is the government 
buying now? What appropriations 
have been made? What other ap- 
propriations will be made? 


. When may the government ‘“‘force’’ a 
concern to take a contract? How 
does this affect private contracts? 


You are invited to write for further in- 
formation. 


Just fill in and mail the attached cou- 
pon today. 


PRENTICE-HALL, Inc. 
70 Fifth Avenue, New York, N. Y. 


Please send us, without obligation, fur- 
ther information about your new ‘“Na- 
tional Defense Service.’ 


Firm 


Address 





Trust facilities in 
keeping with the 
standing of Virginia's 
largest and Richmond's 
oldest bank. 


FIRST AND MERCHANTS 
National Bank of Richmond 


Member Federal Deposit Insurance Corporation 


society. Obviously to call a moratorium 
on research or progress is both unwise 
and impossible. Our capacity to earn 
and purchase goods should be expanded 
as fast as our capacity to produce them. 


Nowhere has the problem been more 
succinctly stated than by President 
Hoover’s Committee on Social Trends 
which summarizes two volumes of find- 
ings by saying, “social invention has to 
be stimulated to keep pace with mech- 
anical invention.” That is the American 
way. 

Some of the most characteristic tri- 
umphs of American genius have been 
such social and economic innovations. 
To cite but one example, our genius in 
inventing and exploiting the idea that 
all the children of all the people should 
be educated has led to an investment in 
plant in every corner of the United 
States and created jobs for millions. If 
we should catch the vision of building 
an American civilization, we could 
create employment for millions, as did 
Sweden, in providing, to use their na- 
tional slogan, “more beautiful things for 
everyday life.” In every city an art 
center, an opera house, with native 
schools of painting, sculpture, woodwork, 
handicraft ware, music and literature; 
in every home and school and public 
building examples of native American 
artistry; but above all an adequate sup- 
ply of the elementary requirements of 
food, clothing, and shelter for the 19 
million families living on less than $30 
a week—that is the job ahead. 
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The “Deficiency” Delusion 


The shifting of markets, transfer of labor 
and capital from one industry to another, 
the use of taxes for war purposes leave 
no one untouched. This interdependence, 
regardless of political philosophies or 
personal convictions, has its roots in the 
Industrial Revolution and the rise of 
Capitalism. 

The Fascist view is that Fascist nations 
are “Have-Not” nations; that they lack 
the essentials for a great nation and thus 
they must get these materials from those 
that have them and will not give them up. 
This theory was stated as the right to 
find room for an expanding population. 
The existence of a scarcity of raw ma- 
terials presumably gave any nation the 
right to expand. 


These generalizations are just too sim- 
ple to explain the real choices one must 
make at present. No single nation to- 
day is entirely self-sufficient. The so- 
called deficiencies are a common basis 
for the difficulties of Europe. 

Mere deficiency in itself has little to do 
with Germany’s drive for power, nor 
would the deficiency furnish the justifica- 
tion. Denmark, Norway, Sweden, Swit- 
zerland and Holland were able to develop 
a high standard of living though lacking 
essential materials. 


What nations have is important, but 
only when exchanged for other goods. 
Access to markets and raw materials is 
essential for any people. Markets must 
be found for the surplus. This leads to 
imperialism and finally war with equally 
determined rivals for the same markets. 

Hitler was not, as many suppose, a re- 
sult of the Treaty of Versailles, but a re- 
sult of the world-wide depression. The 
depression was a common disease and not 
the result of some nations having fewer 
resources than another. The nations 
among the so-called “haves” were not un- 
affected. Our country shared the prob- 
lems of unemployment, loss of capital, 
decrease of savings and production. 


There is nothing in the economics of 
war that makes the Totalitarian solution 
inevitable. The great problem for the 
democracies of Europe as well as our 
own is to ultimately discover a way to 
reduce or eliminate the consequences of 
depression, and overcome the threat of the 
totalitarian state. 


From address by H. B. KIRSHEN, Head of 
Dept. of Economics and Sociology, Univ. of Maine 
before Savings Banks Assn. of Maine. 
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At the Same Shrine 


WENDELL L. WILLKIE 
As President of Commonwealth and Southern Corp. 


LL who worship at the same shrine 

of freedom that we do, are under 
attack and I think that any American 
is blind who says we have no stake in 
the struggle of those democracies ‘over 
there.’ The democratic way of life can 
not pass out in Europe without pro- 
foundly affecting our own democratic 
way of life in this country. I have 
heard men say in public speech in the 
last year that if Germany and Russia 
prevail in this struggle it boots nothing 
to America, but no more untrue state- 
ment was ever made. 

There is another basis of our foreign 
policy that is much more determinative 
of what will happen. We face a strange 
and a weird world and the best way that 
the United States can protect itself in 
such a war, or in such a world, is by 
making itself strong at home. The way 
we can do that is by putting our indus- 
trial machinery together, bringing about 
economic recovery in the United States. 
In the last seven years the federal ad- 
ministration has spent $60,000,000,000 
and 10,000,000 men remain unemployed, 
yet we are inadequately prepared in the 
present emergency. Sixty billion dol- 
lars and we are short of airplanes; $60.- 
000,000,000 and we are unequipped to 
protect ourselves; $60,000,000,000 and 
10,000,000 still unemployed. 

So the greatest service 
that can be made by any 
administration for the wel- 
fare of America in this 
critical hour is to revivify 
American industry and 
American finance so that 
we can take these men off 
of the relief rolls and put 
them on the payrolls, to 
gear up our industrial ma- 
chine so that if that mad 
man of Europe’ should 
strike at us we will have 
adequate physical equip- 
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ment with which to protect ourselves. 
This change can not be brought about 
by mere change in technique. It must 
be brought about by a different spirit. 
The national administration should be- 
gin to bring in the balances, the errors 
of the federal commissions should be 
corrected, their scope narrowed and they 
should operate by fixed rule, and the 
national administration should discon- 
tinue its extravagances. But all of those 
things put together will not revivify 
American industry. We must have a 
different attitude, a different spirit on 
the part of government towards Ameri- 
can industry. 

There must be an attitude on the part 
of the government of not attempting to 
divide the American people in business 
classes and non-business classes. All of 
us live by industry, one way or another. 
There are 10,000,000 separate business 
industries in the United States, includ- 
ing farms, and when anybody attempts 
to draw a distinction between business 
and the people, they are drawing a false 
distinction. When anyone attempts to 
say there is some sort of a sinister thing 
known as business, they are talking non- 
sense. From 1900 to 1930 the achieve- 
ments in American industry were so 
great that every country in this world 
sent royal commissions 
over here to study the secret 
of our success and we our- 
selves used to joke about 
the “screaming eagle” of 
those days. 

I haven’t heard the eagle 
scream for a long time; all 
I’ve heard is talk of defeat- 
ism. Hope is taken from 
the young man. We are 
told that there are no more 
opportunities in America, 
that industry has reached 
its maturity, that a techni- 
cal race has overtaken us 
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and that more jobs are destroyed by in- 
ventions than are created. In the last 
40 years, however, we have developed 
one great industry after the other, like 
the automobile, the radio, the airplane, 
the telephone, the large development in 
the electric utilities and electric equip- 
ment and each one has added enormously 
to the number of people employed. 

What strange black magic was it that 
entered after this in 1930 and suddenly 
decreed that no longer was there any 
development in America? As a matter 
of fact, we have but touched the borders 
of our achievements. We have great 
wealth of natural resources, the best 
workers in the world and the most effi- 
cient machinery for them to use, but 
most important, we have the natural re- 
source of a free people—their energy 
and ability. If the President will free 
American industry from the shackles of 
federal control, America will show him 
an income of $125,000,000,000 within 
the next 25 years. 

Then over and above faith and hope, 
we must have charity. In 1932 there 
was a great liberal cause preached to 
America. It was a cause that was to 
free our finance from its abuses, busi- 
ness from the corroding influences that 
had crept upon it. There was to be 
created freedom for the individual which 
would give him an opportunity against 
sinister powerful forces, whether in Wall 
Street or any place else. 

I have wondered why the administra- 
tion started out so magnificently to res- 
cue America from the abuses of the 
twenties and changed so quickly. It 


occurred to me that we could learn from 
the lesson of three men’s lives the things 
that had caused the change in this ad- 
ministration. Those three men knew 
how to fight without bitterness and knew 
how to reform without vindictiveness. 
It was Lincoln who said, “With malice 
toward none; with charity for all,” 
Robert E. Lee said, “Although I have 
fought the North I never knew of a day 
when I did not pray for its welfare,” 
and George Washington said, “If we can 
not find more tolerance in government 
for the views of others, democracy can- 
not survive.” 

While war goes on in Europe, intellec- 
tual “Peck’s bad boys” in Washington 
still toy with arguments about issuing 
common or preferred stock, in the same 
spirit that the classes of the Middle 
Ages argued about how many angels 
could dance on the point of a needle. 
The world is afire—we need a united 
nation—men of all classes and all groups. 


From address before Indiana Bankers 
June 1940. 


Assn., 


The National Labor Relations Board 
found recently that the Bank of America 
National Trust and Savings Association, 
San Francisco, “had engaged in unfair 
labor practices affecting commerce as de- 
fined in the Wagner Act.” The bank was 
ordered to cease discouraging membership 
of its employees in the CIO’s United Office 
and Professional Workers of America, or 
any other labor union, and to reinstate with 
back pay ten messengers discharged in or- 
der to “rid itself of a nucleus of union 
members and sympathizers.” 





Economic Revolution on the March 
Adjustment to the International War for Control of Materials 


J. ANTON DE HAAS 


Professor of International Relationships, Graduate School of Business Administration, 
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HE war has been from the very 

beginning a race between military 
and economic forces. I see no basis 
yet for many of our fears. But we do 
face the unpleasant repercussions 
which may come to us in the economic 
field in the wake of a German victory. 
Conquest in Europe will of necessity 
mean conquest of the colonial posses- 
sions. It is not a mattr of choice but 
of absolute economic necessity. 


Hitler’s rise to power changed not 
only the military but also the economic 
life of the entire world. The complete 
regimentation of German economic life 
placed in the hands of the government 
tremendous buying and selling power, 
while the focusing of economic activity 
upon the building of a wartime economy 
and the disregard of cost made German 
competition disastrous. Had no war 
come we would have witnessed a grad- 
ual but effective economic penetration 
in the Balkans with ultimate German 
control over all resources of that sec- 
tion. 


The present war is not like other 
wars with only a few new weapons and 
more complete disregard for the rules 
of sportsmanship and decency. It is a 
real economic revolution on the march. 
It is an attempt to fasten upon the 
world by force of arms a new economic 
system, a system of government con- 
trolled economic activity, in which even 
countries not politically controlled will 
be brought under the German heel of 
economic pressure. Once control has 
been established over Europe and its 
colonies Hitler’s ideal to create an eco- 
nomically self-sufficient empire can be 
realized. Why should he then share 

From address before National Association of 
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cinnati, June 3. 


the supply of tin and rubber which 
now comes from the Dutch East Indies 
and the Malay Peninsula, with the 
United States or any other nation? It 
is not part of the Nazi philosophy to 
help other nations become dangers to 
Germahy. 


If practically all the world’s trade is 
thus forced into the strait-jacket of 
direct barter there will be no unsettled 
balances. Gold will no longer be need- 
ed in the settlement of international 
balances, and our $19,000,000,000 of 
gold will not be worth the expense of 
guarding it. 


Racing with Revolution 


Undoubtedly we shall be able to 
develop the resources of Latin America 
to compensate for those resources 
which have passed under German con- 
trol but all that takes time and is based 
on the assumption that Hitler does not 
get there first. We shall find that in 
order to live and to trade in this new 
kind of economic world we shall be 
forced to recognize our internal eco- 
nomic life, as other countries have been 
forced to do before us. 


If we are to barter with a centralized 
German agency, to exchange rubber for 
machine tools, we shall have to ‘create 
some centralized body to control the 
production and exportation of machine 
tools, and to distribute the rubber thus 
acquired. We shall find ourselves com- 
pelled to copy the pattern of the Ger- 
man economic life. We shall have eco- 
nomic isolation forced upon us and 
shall pay the price in economic regi- 
mentation. 

But even an allied victory will place 
us face to face with a world of regi- 
mented and tightly co-ordinated nation- 
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al economies. Even an allied victory 
will leave unanswered the queston: 
“Can a free economic life survive?” 


Since 1933, under the most conser- 
vative government Great Britain has 
enjoyed for a generation, far-reaching 
developments have taken place. The 
textile, electrical, shipbuilding indus- 
tries, all have formed combines after 
the pattern of the German cartel in 
order to solve through cooperation their 
common competitive problems. Even 
the steel industry, the foundation of all 
British industrial life, was so thorough- 
ly organized that in 1936 it could join 
the International Steel Cartel. 


British Totalitarianism 


But the most spectacular change oc- 
curred upon the outbreak of the war. 
It was then that Great Britain found it 
possible to introduce governmental con- 
trols which it could not impose in 
peacetime. The first step was the order 
in council of November 23 which placed 
the cash resources of the country al- 


most entirely under the control of the 


Treasury. The entire gold supply, 
practically all the foreign bank ac- 
counts, and even the marketable foreign 
securities in the hands of institutions 
and individuals, all the cash resources 
are now managed by a central govern- 
ment agency. It has been estimated 
that in foreign investments alone Great 
Britain today holds some $16,000,000,- 
000. The marketable American securi- 
ties alone represent close to $1,000,000,- 
000. Add to this the gold and the dol- 
lar accounts held by British banks, and 


Get Together — or Else 
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the immediately available cash pur- 
chasing power goes into the billions. 

The second move is the formation 
of the Ministry of Supply. Its func- 


‘tions are first, to assure a supply of 


war material to the government. But 
the most significant part of its duties 
is the purchasing of important raw 
materials in the markets of the world. 
Backed by tremendous cash resources, 
this organization has become the lar- 
gest trading organization the world has 
ever known. In order to coordinate 
and direct the export trade of the 
country an Export Council has been 
created, composed of representatives 
of industry and trade, and in addition 
several government financial trading 
companies have been established like 
the United Kingdom Commercial Corpor- 
ation, intended to specialize in trade 
with the Balkan states. Although none 
of these organizations functions as yet 
with 100% efficiency and probably never 
will, the demand on the part of business 
and labor for more widespread and more 
rigid control indicates that the scope of 
these organizations is likely to be wid- 
ened.. In fact, it is from the side of 
labor that the demand has come for the 
creating of a super-ministry to coordin- 
ate all economic activities, culminating 
in the Act of Parliament of May 22 
which established a virtual economic 
dictatorship. 

This time a concerted export drive 
and a careful handling of priorities with 
respect to raw materials has been started 
to keep the export business alive and to 
expand it. The cash resources are looked 
upon as a reserve to be used only when 
absolutely necessary. 


Our Local Emergency 


We were able to sell millions of dollars 
worth of American manufactured goods 
to the Latin-American countries because 
they sold to other countries and could 
use the excess in foreign exchange to 
pay us. The German conquest of West- 
ern Europe has robbed the Latin-Amer- 
ican countries of their principal remain- 
ing sources of free exchange. It means 
that our trade with Latin America will 
be forced into the strait-jacket of barter. 





But our trade with Latin America will 
be affected in still another way. Al- 
ready Brazil has issued a decree limit- 
ing the importation of luxury goods. 
This means that these countries are not 
going to import British and French 
goods that compete with their own new- 
ly-built industries producing consumer’s 
goods. Their temporary prosperity will 
be used to import factory equipment— 
railroad equipment. More of the raw 
materials will be consumed at home and 
the Latin-American world will become 
more self-sufficient. 


But even more serious for the United 
States is the effect of this concentrated 
buying by the allies at guaranteed prices 
upon the agricultural life of countries 
like those of Latin America. Inevitably 
such buying will result once more in 
overproduction in agriculture. This will 
have disastrous results upon the world’s 
markets once the war is over. It will, 
morover, force the countries affected to 
introduce more and more rigid measures 
of governmental control over production 
and finance and will force establishing 
of an economic system of increasing 
self-sufficiency. 


Promoting A Boom 


It is to the advantage of Great Britain 
to buy in the Dominions because of the 
decline in the currencies which has fol- 
lowed in the main the course of the 
pound. For example, early last Fall 
Australia, New Zealand, and South Af- 
rica were signed up for the entire wool 
clip at guaranteed prices for the duration 
of the war and one year following. The 
effect of this buying is also that a stable 
financial system is established in the 
Dominions which enables them to float 
loans with which to finance their war 
trade. In Turkey we have an example 
of how the allies are establishing close 
economic ties with potential allies. Start- 
ing with a loan of $200,000,000, enor- 
mous sums have been poured into that 
country in the form of trade credit and 
rail and road-building financing. An 
order in council of January 19th sug- 
gested that importers of tabacco hence- 
forth supply themselves not from Vir- 
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ginia but from Turkey. Certain indus- 
tries will be unduly stimulated. 


No businessman wants a boom, but I 
have yet to see effective measures to 
prevent it. The airplane industry, the 
machine tool industries, others in the 
same group and the many subsidiary 
industries are already on the road to a 
war boom. 


There are many concrete reasons why 
the allies cannot reestablish a free eco- 
nomic system for a considerable period. 
Many investments and commercial com- 
mitments are now being made, not on 
economic but strategic considerations. 
Once the war is over Great Britian can- 
not relax governmental control and allow 
nature to take its course because invest- 
ments in countries like Turkey, Egypt, 
and other friendly powers would sudden- 
ly become valueless. 


At the end of the war the need for 
imports for reconstruction purposes will 
be enormous. Although Great Britain 
is trying desperately to pay for its pre- 
sent imports by exports, they cannot 
succeed. The need for exports therefore 
becomes daily greater. Once an efficient 
operating co-ordinated system to promote 
exports has been created it would be 
suicidal for Great Britain to abandon 
it in the face of a trade balance more 
unbalanced than at any time in the coun- 
try’s history. 


No Easy Liquidation 


Nor would it be wise for Great Britain 
to relax controls over the pound. Social 
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disturbances are bound to follow in the 
wake of the present war. A relaxing 
of exchange control will inevitably allow 
the pound to skid disastrously down hill. 
No sane government will consider it safe 
to inject into an already disturbed social 
system the additional disrupting poison 
of a rapidly increasing price level. And 
why should Great Britain sell the pro- 
ducts the empire produces at a deprec- 
iated pound when the official pound 
yields a much higher return? 

Nor must we forget that the power 
of labor which always increases in war- 
time, has already asserted itself. The 
recent reorganization of war control 
through an economic dictatorship had 
the approval of labor because it corres- 
ponds to their ideals of socialization of 
essential services. Labor will return to 
the system they condemned only after a 
long and desperate struggle. 

We still hold to the belief that it is 
desirable to maintain a system of free 
competition. We are determined to use 
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force if necessary to reestablish and 
maintain it. The most important eco- 
nomic question before the American peo- 
ple today is whether we can expect to 
enjoy prosperity at home and maintain 
profitable relations with the rest of the 
world if that world is travelling at top 
speed in the opposite direction, in the 
direction of an economic life built on 
industrial combinations and governmen- 
tal control? 

One thing is certain. It is not enough 
for businessmen’s organizations and 
chambers of commerce to hold indigna- 
tion meetings and to pass resolutions 
demanding a return to a free economic 
system. The problem can be solved only 
by calm thinking, and wise action. 


A French Peasant Speaks 


“T tell you that we followed the wrong 
road. We were all democratic in spirit, 
but in reality we were too much concerned 
with self. It was to a great extent the 
fault of our institutions, which tended to 
breed politicians instead of statesmen and 
which set party interests before those of 
the nation. 

“This is not the time to apportion the 
blame; in truth, we are all responsible. We 
saw no further than the parish pump, and 
we were well satisfied when our represen- 
tatives in Parliament brought home some 
of the gravy. We looked upon the State 
as a universal purveyor and we always 
spoke of our dues, seldom of our duties. ... 

“Periodically money was asked of us for 
national defense. We gave it unstintedly. 
Then we learned that it had been spent for 
other purposes, and we were asked for 
more. We gave it again. The politicians 
explained that it had all been expended for 
‘social reforms.’ No doubt it was, but it 
did not help much when it was divided 
among millions... . 

“For many years now it had become evi- 
dent that our parliamentary form of gov- 
ernment had failed. Every successive 
Cabinet had been compelled to ask for dic- 
tatorial power in order to be able to ad- 
minister the country. But we persisted 
in our errors. For one thing, we per- 
sisted in leveling the nation down and in 
imagining that the State would prove an 
everlasting milch cow.”—By an old French 
peasant, as told to a New York Times cor- 
respondent. 
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VEN when military operations end, 

Europe has spent its substance on 
war and munitions of war, and has only 
a shattered remnant of her once splendid 
production to use in payment for the 
goods she has customarily had from the 
Western Hemisphere. Since more than 
half of South American exports go to 
Europe, not to mention a considerable 
amount of our own surpluses, it is plain 
that the cutting off of these markets, 
if it continues, will occasion very great 
economic distress. 


Europe, torn by war, invasion and rev- 
olution, with every normal channel of 
trade cut off, will be in very considerable 
need, in the months to come. It has 
neither money nor goods to satisfy that 
need. It will endeavor, therefore, to get 
what it needs by whatever expedient it 
can find. 

We know what the results of pressure 
trading have been. We have seen the 
political trade agreement — usually an 
arrangement for large scale barter — 
forced on one country after another. 
We have seen that the weaker the coun- 
try, the worse the bargain which it can 
get. We have also seen that politics 
goes with the trade, until finally the 
weaker government is virtually forced 
to give up its political independence, and 
perhaps even its sovereign life. 

Finally, we know what happens to a 
single business man, without financial 
and other support when he tries to make 
headway against a huge monopoly back- 
ed up by political influence. Every bus- 
iness man in the New World will be in 
that position unless a few common sense 
measures are taken for his protection. 
We know that the totalitarian system 
is in effect a huge monopoly, not re- 
strained by any rules of free economics, 
and backed by the political force of 
great governments. 


From address at Institute of Public Affairs, 
Charlottesville, Va., June, 1940. 


Even strong nations can be reduced 
to a state of virtual subjection if they 
act alone. This is the lesson of Europe. 
But that lesson also teaches that if na- 
tions get together and work together, 
and do it in time, they are safe. 


Surpluses Not a Handicap 


Today practically every country in this 
Hemisphere is faced with the fact that 
the market for an important portion of 
its exports has been cut off. Some 55% 
of South American exports normally go 
to Europe; and a large portion of this 
customarily went to areas now controlled 
by totalitarian powers. A careful read- 
ing of the pronouncements makes it 
plain that Germany and Italy believe 
that the distress occasioned by the loss 
of these markets will be so great that 
virtually any proposal by the continent 
of Europe will be accepted as a matter 
of course. 

We have lived in a world which is a 
unit. Supplies in this Hemisphere have 
normally been grown for Europe and 
sent to Europe, because Europe needed 
them, and because this Hemisphere need- 
ed or wanted things which Europe pro- 
duced. On a basis of open commercial 
intercourse, this has been mutually pro- 
fitable. In adopting measures for eco- 
nomic defense, there is no need to sug- 
gest or imply any desire on the part of 
the United States, or any other Amer- 
ican republic, to go into the business of 
economic aggression. What we believe 
in, and eventually hope to get, is a free 
world of free men, fed and supplied by 
open intercourse and open trade. 


Next, it is plain that no country or 
group of countries need to get poor, or 
be forced into trouble, because it has 
too much of anything. No one need go 
hungry when there are surpluses tem- 
porarily cut off from the need which they 
normally supply. It is true that trouble- 
some problems are raised; but those 
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problems are financial; and I have 
noticed that any problem which rests 
merely on finance can always be solved, 
if people really wish to solve it. Today, 
when unusual problems are presented, 
unusual methods are needed. But there 
need not be distress or depression, or a 
state of siege arising merely because 
there are, for the time being, more goods 
in the Hemisphere than can find outlet. 


Economic Defense of Hemisphere 


Likewise, it is important to note that 
there is no need whatever of bringing 
surplus products from one American 
country, which may have too much of 
them, to another country, which already 
has too much of them. In fact, if my 
guess is correct, these so-called surpluses 
will not be surplus commodities at all 
when the world finally gets down to the 
terrible business of clearing up the 
staggering accumulation of misery and 
hunger and need which will face the 
Old World all too soon, in any event, 
and which will increase with the dura- 
tion of the war. 
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With these considerations in mind, the 
course we have to take becomes fairly 
clear. It will be well for us to buy and 
store considerable quantities of certain 
of the key products of which this Hemi- 
sphere has a surplus, and for which we 
know there will eventually be need. For 
the United States, this is not a new idea. 
The Surplus Commodities Corporation 
has been conducting operations of that 
kind in the United States for some 
years; and they have worked well. The 
immediate effect of this would be that 
the countries in the Hemisphere need not 
find their economic life endangered be- 
cause they are temporarily cut off from 
certain of their markets. 


It is clear to the countries in the West- 
ern Hemisphere that they should not be 
compelled to submit to any harsh bar- 
gain in order to exchange the goods they 
produce for goods they need. Specific- 
ally, the American nations see no reason 
whatever for endangering their national 
safety in order to sell their products. 
Least of all does any American nation 
believe it necessary to run the chance 
of falling under a European political 
system in order to be economically safe. 


The production of the United States 
is vast, and is capable of being expanded 
to levels far greater than anything we 
have yet seen. What is more, we are 
able to do it at the very time that we are 
also entering on a great armament pro- 
gram. By good fortune, the United 
States does not have to choose between 
producing guns and producing butter. 
It is quite capable of doing both. 


There. is, of course no need, and no 
intent, to dispose of these surpluses in 
countries which already have surpluses 
of like commodities. There are, how- 
ever, deficiency areas which may have to 
be supplied. 


Cooperative Bargaining 


This, the first step in economic de- 
fense, properly might be followed by 
arrangements with the other American 
governments for appropriate handling 
of their crops and products so that 
wherever possible the economy of those 
countries, and of the Hemisphere in gen- 





eral, is strengthened, rather than weak- 
ened. I believe that cooperative arrange- 
ments are entirely possible which will 
add to our common strength. We need 
not go into cut-throat competition with 
each other. Still less do we need to put 
ourselves in a position where any outside 
power or group can play off one against 
another. On the contrary, when an ad- 
justment of world affairs finally does 
come, the New World will be in a posi- 
tion to meet any and all comers on terms 
of commercial equality. 


It is my conviction and hope that we 
shall likewise be able to do what we did 
after the last World War, and take an 
active part in relieving the pressing hu- 
man need which stares us in the face 
now, as it stared Europe in the face in 
the years 1919, 1920 and 1921. 


The time for such an adjustment of 
affairs plainly is not yet. It certainly 
will come; and when it does, we shall 
see to it that the abundance of this, our 
New World, is a source of strength and 
not of weakness. 


In developing the economic defense of 
the Hemisphere we are putting ourselves 
in a position . . . to relieve suffering, to 
make production do what it ought to do; 
to preserve not only the freedom of free 
peoples; but to give elsewhere an ex- 
ample of what freedom can do for man- 
kind. 


Cartel Plan Scrapped 


The Cartel Plan which created such a stir 
in political and economic circles, has been 
“definitely and completely abandoned” by 
the Roosevelt administration. The plan 
called for the creation of a huge cartel to 
buy surplus commodities of the Western 
Hemisphere as a means of discouraging 
German economic penetration. A lending 
program has been substituted for it. One 
high government official in commenting on 
the Cartel Plan said: “It would be ridicu- 
lous to even think of buying up South 
American surpluses because that would only 
encourage increased production of the same 
surplus commodities. This would depress 
our own markets and further hinder the 
improvement of our own farmers.” 
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Canadian Mobilization 


Canada’s entire property, wealth, indus- 
try, and man power are subject to mobil- 
ization under the terms of a bill recently 
enacted by the Dominion Parliament. The 
Act, known as The National Resources 
Mobilization Act, 1940, confers upon the 
Governor in Council power to “do and au- 
thorize such acts and things, and make 
from time to time such orders and regula- 
tions, requiring persons to place themselves, 
their services and their property at the dis- 
posal of His Majesty in the right of Can- 
ada, as may be deemed necessary or ex- 
pedient for securing the public safety, the 
defence of Canada, the maintenance of pub- 
lic order, or the efficient prosecution of the 
war, or for maintaining supplies or services 
essential to the life of the community.” 
These powers may not be exercised, how- 
ever, for the purpose of requiring persons 
to serve in the military, naval, or air forces 
outside of Canada or the territorial waters 
thereof. 





Mobilizing Civilian America 


PERCY W. BIDWELL 


Condensed from address before Institute of Public Affairs 


UR War Department has been at work 
over a period of twenty years perfect- 
ing plans for what is called industrial 
mobilization. The results, or at least part 
of them, are found in a public document 
released for publication in October 1939. 
The Plan provides that “. . . the demands 
of the war emergency are not to be satisfied 
by expanding existing agencies of govern- 
ment, but rather by setting up new and 
separate agencies whose life is to be limited 
to the duration of the war emergency. 
“The pivotal position in the emergency 
establishment is occupied by the War Re- 
sources Administration, which takes the 


place of the old War Industries Board. The 
new ‘key super-agency’ designed to coordin- 
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ate all economic controls (prices, wages, 
foreign trade, finance and so forth), which 
are recognized to be interrelated and inter- 
dependent. ... 

“At the head of this important body 
stands a single executive, the Administrator, 
appointed by and responsible to the Pres- 
ident. To assist the Administrator to for- 
mulate policies, an Advisory Council is pro- 
vided, whose membership in part will be 
obtained ‘. . . from the patriotic business 
leaders of the Nation...’ ”! 

The Plan provides for a number of 
emergency administrations which are to be 
set up as need arises. Among them are a 
War Labor Administration, an organiza- 
tion to control foreign trade, a War Finance 
Administration, and a Price Con- 
trol Authority. Important acces- 
sory agencies provided for are a 
Public Relations Administration to 
manage propaganda and censor- 
ship, and a Selective. Administra- 
tion to carry out the conscription 
laws when Congress shall have en- 
acted them. 

The Plan recognizes the necessity 
of providing adequate supplies of 
labor, first to the more important 
industries, but doesn’t reveal how 
that is to be done. One obvious 
method would be conscription of in- 
dustrial labor. This _ solution, 
whenever it has been proposed, has 
been rejected as contrary to the 
spirit of American institutions and 
as involving too great hardship on 
workers with families. 

The desired result, transfer of 
workers from non-essential to es- 
sential industries, may be accomp- 
lished indirectly by cutting down 
employment in non-essential indus- 
tries by taxing their products, or 
by rationing consumption. Also, 
assuming that armies were raised 
by conscription, the mechanism of 
the selective service could be used 
to transfer labor out of non-essen- 
tial industries. The workers who 
objected could be given the choice 
of going into munitions industries 
or into military training camps. 





The Plan does not outlaw strikes in war- 
time. It may be assumed, however, that 
one of the principal tasks of the War Labor 
Administration will be to adjust labor dis- 
putes. 


The failure of the defense services to 
take an unequivocal stand on price-fixing 
is one of the greatest weaknesses of the 
Plan. All the belligerents now engaged in 
the war have found the control of prices an 
essential feature of industrial mobilization. 
The disturbance to all kinds of business 
which would result from the dizzy gyra- 
tions of certain prices, the added cost to the 
government from high prices of all supplies, 
and the demoralizing effect of price infla- 
tion on consumers can only be averted by 
control promptly and effectively applied. 


Price control has been advocated as a 
means of taking the profits out of war, but 
for this purpose it appears less effective 
than rigorous excess profits taxation. Too 
much reliance should not be placed upon 
either method. There is no workable for- 
mula for equalizing the burdens of war. The 
best we can do is to mitigate its results. 


The ordinary citizen has been much dis- 
turbed by predictions in certain quarters 
that if we get into war, instead of destroy- 
ing Fascism abroad, we shall succeed only 
in fastening it upon ourselves. Certainly 
this outcome is not contemplated by the 
authors of the Plan. They state explicit- 
ly: “This Plan contemplates that the pro- 
posed coordinating agencies will be tempor- 
ary in nature and that they will be demobil- 
ized on termination of the emergency.” 

There appears to have been in existence 
in the past 50 or 75 years a rather marked 
trend toward greater measure of social con- 
trol not only in business but in other as- 
pects of human relations. 

A great catastrophe, a war or a great 
depression strengthens this tendency, and 
during the crisis people submit to controls 
otherwise intolerable. 

In this country our social and political 
institutions have shown considerable elas- 
ticity. After the Civil War and the World 
War we did return in large measure to our 
previous ways of social life. 


One thing is certain. Our fate in this 
matter depends on ourselves. We have had 
enough experience in the practice of free 
institutions to appreciate their value. If 
we lose them as a result of war or any 
other cause, we have only ourselves to 
blame. 
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Living off Past Labor 


During the past quarter of a century this 
country, as many nations abroad, has pur- 
sued a leisurely course and has drifted to- 
ward paternalism. More and more the peo- 
ple have looked to the government for sup- 
port and security until approximately one 
third of our population is dependent upon 
checks from the Federal Treasury. Gov- 
ernment aid has been accompanied by Fed- 
eral control over the economic life of the 
nation. This has been manifested in the 
fixing of prices, hours and wages, regula- 
tion of industrial relations, control of crops 
and the like. Under this new social phil- 
osophy, too many people have emphasized 
rights rather than duties, wages rather 
than output, spending without any regard 
to the means of payment, while individual 
interests have been placed above general 
welfare. 


This does not mean that we should turn 
our backs upon social progress. But too 
often selfish ventures have been pushed for- 
ward under the guise of humanitarian im- 
pulses. Then, too, when the cost of social 
betterments exceeds the economic capacity 
of the nation, it jeopardizes national secur- 
ity and, should that collapse, the accumu- 
lated social progress of generations disap- 
pears overnight, as recently happened in 
France. 


In the past quarter of a century, total 
public indebtedness—Federal, state and 
local—has increased from $260 to nearly 
$2,000 per family. Besides living off the 
accumulated reserves of the past we have 
heavily mortgaged future income. Not only 
is this unfair to the coming generations but 
it is sapping the strength and lowering the 
resistance of our economic life. 


New England Letter of July 31; First National 
Bank of Boston. 





The New Immigration 


PAUL VAN ZEELAND 
Former Prime Minister of Belgium 


NE hears expressed currently in 

Europe the most pessimistic views 
on the future of the world, of capital- 
ism and of our civilization. “If this 
war prolongs itself and if its destruc- 
tive forces go further, Europe will be 
ruined, and whoever is the victor will 
become the prey of a devastating com- 
munism.” 

To my mind, this is false. Anything 
is possible in a time of chaos. But it 
is not true that Europe and behind 
Europe the civilized world, will find 
itself before an insurmountable wall. 

At the end of the war, just as at any 
great moment, we will hold our destiny 
in our own hands; it will be up to us 
to decide what it will be... . 

Without doubt, the world after the 
war will in no way resemble that which 
it was before the war. The war will 


not be a parenthesis after which all 


will go again as before. The profound 
adaptations which will be inevitable 
will not be made without recourse to 
radical methods. ... 

There is a new fact in the world: 
it is the advance that has been made 
in the past few decades in the tech- 
nique of production. Human genius 
has so well improved its grip on mater- 
ial things that if men could use to the 
full, in peace and order, the present 
possibilities for producing wealth, the 
result would be extraordinary. 

Even in the countries most affected 
by the previous war, such as Belgium, 
France or England, after a few years 
the level of material wealth had equal- 
ed and passed that of 1914. 

The economy of tomorrow will be 
much more an international economy 
than that of yesterday. The problem 
could not be solved if newly constituted 
economic groups should fall, once 
again, into the old errors of isolation 
and opposition among themselves. 


From address before International Chamber of 
Commerce. 
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Free circulation of capital is one of 
the essential factors of a healthy inter- 
national economic life. Excess capital 
in wealthy markets should go to reviv- 
ify the poorer ones. Such a transfer 
is in the common interest of him who 
loans and of him who borrows. 


Moreover, these movements of capital 
will only take place if monetary con- 
ditions are themselves clear-cut and 
well regulated. The restoration of an 
international monetary unit functioning 
with sufficient flexibility is one of the 
essential problems to solve. The dan- 
ger of inflation, the race for monetary 
depreciation, might reappear, with all 
the symptoms of misery and disorder. 
How can it be prevented? 


Personally, I have confidence in gold. 
I am convinced that, unless great and 
unforeseeable mistakes should be made, 
gold will maintain its value. But in 
order to function properly as an inter- 
national standard, gold must be widely 
distributed. 


* * * 


For the first time in its history, the 
world is “legally” occupied; there is 
no longer any frontier in the American 
sense of the word. 


We must therefore find new methods 
for the organization of these inevitable 
migrations, methods which should serve 
both the interests of the immigrants 
and those of the countries of immigra- 
tion. 

Capitalism is a regime of movement. 
It is incompatible with stagnation; it 
would die from it! This is its nobility 
and the very condition of its existence: 
to live, capitalism must go on produc- 
ing, creating new markets, increasing 
useful wealth, raising the standard of 
living of the masses. Between the 
essentials of capitalism and the inter- 
ests of the masses not only is there no 
opposition, but a complete, necessary 
and total liaison. 





DIGEST SECTION 


Lest We Too Come To This 


Hitler’s Weapon Against Us 


DEMAREE BESS ; 
Abstract of article in Saturday Evening Post of August 3, 1940 


PPARENTLY, Americans have not 

bothered to study Hitler’s own plans 
for our country or to read the theories of his 
Nazi associates as to what will happen to 
America if Germany comes out on top in 
Europe. If they had done so, they would be 
less worried about Nazi bombs and more 
worried about Nazi ideas. 

Into every new campaign they have in- 
troduced a new and unexpected weapon 
and the weapon which they contemplate 
using against the United States is not a 
military weapon. It is the weapon of revo- 
lution, which, in our case, means civil 
war. *** 

Many Americans are only now beginning 
to realize that the basic force which pro- 
‘ pelled Hitler and his associates to power 
and which carried them to the conquest of 
other lands is a revolutionary force. 

That revolution is a totalitarian revolu- 
tion, centered in Russia and Germany, and 
expanding throughout the world. 

That revolution has now gone so far 
that it threatens the United States regard- 


less of the outcome of the European con- 
flict. It is that revolution which Hitler 
counts upon to bring our country into the 
German orbit without the need of a mili- 
tary invasion. 

One way to meet that revolution is sug- 
gested by Dr. Franz Borkenau in his book, 
The Totalitarian Enemy. We can organize 
a counter-revolution in America. 

Under the enormous pressure of war, I 
have seen such a counter-revolution taking 
place in France and England. I have 
watched there the entire political and eco- 
nomic and social structures of these coun- 
tries being reshaped to meet the totalitar- 
ian invasion. 

Such a counter-revolution, to become ef- 
fective in our country, however must not 
look abroad to Soviet Russia or Germany 
or anywhere else for guidance. It must be 
based upon fundamental American tradi- 
tions of fair play and racial equality and 
co-operation between all groups and classes. 

Such a counter-revolution must hit out 
with all its force at men and women who 
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want to deify the state; who want to elevate 
a set of political bureaucrats to permanent 
status as the ruling class. It must ruthless- 
ly sweep aside those Americans who show 
contempt for the individual spirit and who 
refuse to compromise their quarrels in the 
American tradition. 

The Nazi dictator knows that his true 
allies are . . . American reactionaries — 
whether employers or labor leaders—who 
put their own personal interests above the 
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interests of the community. They are 
crooked politicians who discredit the name 
of democracy. They are apathetic Amer- 
icans who expect their Government to do 
everything for them, but recognize no duty 
to do anything for their Government. They 
are Americans who worship power for its 
own sake, and for that reason are ready 
to worship men who have seized power. Hit- 
ler knows that such people compose the 
real American Fifth Column. 


Totalitarian Economics for Europe 


PETER F. DRUCKER 


Condensed from “Poor Man’s War” in The Saturday Evening Post 


N the World War, even Austria—the 

poorest of the belligerents and virtually 
bankrupt long before 1914—did not intro- 
duce foreign-exchange or raw-material con- 
trols until late in 1917. The only compre- 
hensive attack on the economic problems 
of modern war which was made during 
1914-18 was President Wilson’s War Indus- 
tries Board. None of the European coun- 
tries, though so much poorer than the 
United States, had anything comparable, 
not even when the war ended. The Eur- 
opean generals and politicians of the last 
generation thought themselves too good for 
such a sordid business as economizing, and 
the people did not recognize the economic 
consequences of modern war. 


This time, all European countries, belli- 
gerents and neutrals alike, introduced the 
most stringent economic controls as soon 
as the war had started. Raw materials, 
exports and imports, foreign exchange, the 
stock exchanges and the banks, production 
and consumption were rigidly supervised 
and controlled with but one aim—to econ- 
omize. The people themselves realized clear- 
ly the economic dangers of war spending. 


But while all Europe is thus conscious 
of poverty and fearful of the consequences 
of further impoverishment, modern war de- 
mands economic efforts greatly in excess of 
those of the last war. Confidential German 
figures which I saw in the summer of 1936 
showed that a modern mechanized division 
is five times as expensive to equip and 
seven times as expensive to operate as the 
most heavily armed division of 1918. Last 
January, England was spending money at 


the same rate as during the worst weeks 
of Germany’s great spring attack in 1918, 
although English troops had not even start- 
ed to fight. 


Now there is only one way left for Eng- 
land to bridge the gulf between military 
and economic needs—to copy the Nazi eco- 
nomic policy. The planned totalitarian 
economy of the Nazis is the best method 
known so far to reconcile impoverishment 
and dwindling national income with the ex- 
travagance and rapidly mounting expendi- 
ture of modern war; as a Nazi theorist said 
many years ago, totalitarian economics are 
“impoverishment controlled and organized 
to the end of greater military efficiency.” 


A Matter of Methods 


“Even if Hitler loses the war, he will 
have won the revolution as soon as mechan- 
ized warfare starts,” was the comment of 
a Dutch banker last September. Although 
he hastened to add that there would be far 
more freedom and personal liberty left even 
in the most totalitarian England than there 
had ever been even in the most liberal Ger- 
many, his American friends called him a 
pessimist. But in Europe nobody would 
have considered my Dutch friend a pes- 
simist. The most orthodox economists in 
England, who condemn any government in- 
terference in business, admit that even a 
victorious peace would be accompanied by 
an extension rather than by a reduction of 
government control and planning. One 
major factor will be the threat of unemploy- 
ment after the demobilization of the armies 
and the sudden conversion of industry from 





a wartime to a peacetime basis. The recon- 
struction of the areas devastated in the 
fighting or impoverished by military occu- 
pation will have to be undertaken by govern- 
ment, The reparations which were paid 
last time will not be available again. No 
one expects Germany—defeated or victor- 
ious—to be able to pay anything after this 
war. 


The European discussion about the eco- 
nomic organization of the peace is there- 
fore no longer much concerned with the 
basis, which is generally admitted to be 
that of a planned, government-controlled 
economy, whoever wins. Only the methods 
are debated. Should, as the Socialists de- 
mand, government actually own the key in- 
dustries? Or should it just control them? 
And which of the four major controls is 
the most important and efficient one—con- 
trol of labor, of raw materials, of capital 
and credit or of distribution? Should the 
planning be national or international? And 
should it work directly through the plan- 
ning of production—the German and Rus- 
sian way—or through manipulation of the 
monetary machine, as J. M. Keynes and his 
school suggest? None of the proposals for 
the post-war organization of Europe that 
has been made by Europeans seems to re- 
gard as possible a return to the economy of 
free enterprise and free competition. 


Yet not even the English businessmen 
have fully realized how far the development 
has gone already in the one field which is 
most likely to effect non-European nations 
—foreign trade. In the space of ten months 
the trade methods of the planned economy 
have made more progress than in all the 
ten years since they were first invented. 
And though introduced as temporary emer- 
gency measures, they have been entrench- 
ing themselves so firmly that their per- 
manence seems almost assured. 


Preservation of Wealth 


The main purpose during the last war 
was to make sure that Germany would not 


get supplies. But a new and equally im- 
portant purpose has appeared—to preserve 
wealth. There is only one kind of wealth 
in international business relations today— 
the American dollar. The British have ad- 
mitted this openly. 


Though they had to swallow their pride 
in the pound sterling as the traditional in- 
ternational yardstick of value, the British 
Government early this year decreed that 
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with but a few minor exceptions exporters 
in England and the empire are forbidden to 
accept anything but dollars for their goods. 


Since 1918 both France and England have 
been feverishly developing the resources of 
their empires in order to lessen the depend- 
ency on the United States which was so 
marked in the first World War. The copper 
industry in Rhodesia will in a few years’ 
time produce as much copper as the United 
States did in 1914. British East Africa, 
experts predict, can grow enough to make 
England’s cotton mills independent of 
American cotton. French Indo-China has 
become one of the leading producers of rub- 
ber, tin and zinc; and Irak oil has gone 
far to break the virtual monoply American 
oil enjoyed in the last war. 


The attempt to reduce the adverse balance 
of trade between the two empires and the 
outside world was an economic offensive. 
The methods used to this end were necessar- 
ily those developed by the Nazi regime — 
clearing agreements, barter deals and mon- 
opoly trade. All of them are being used 
today with great success by England. 
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The clearing agreements concluded by the 
British have been shrouded in deep secrecy, 
far exceeding anything that could be just- 
ified on the grounds of military expediency. 
But it is known that clearing agreements 
had been signed with Denmark, Norway 
and Sweden before the German invasion 
put a stop to Allied trade. Of far greater 
importance are the agreements Great Brit- 
ain has recently concluded in Latin Amer- 
ica. Agreements for wheat, meat, cotton 
and wool have heen signed with Argentina 
and Uruguay. Clearing deals, embracing 


specific transactions rather than the entire 
trade, were made with Cuba for sugar and 
with Chile for wool. 

The British know that the methods used 
by the Nazis harmed Germany more polit- 
ically than they benefited her economically. 
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Nevertheless, every clearing agreement 
gave the buyer of raw materials the whip 
hand. The economically weaker raw-ma- 
terial producer must suffer. The British 
debt to Argentina has already reached 
£3,000,000, although the clearing agreement 
stipulated a maximum of £1,000,000. And 
the wool growers of Chile who got $3,500,- 
000 worth of blocked sterling for their clip 
are frantically trying to sell these pounds 
even at a considerable discount in order to 
obtain dollars for their usual purchases 
here. 


Of course, in the event of a German vic- 
tory, three quarters of all world trade will 
automatically be on a totalitarian basis. But 
would Great Britain, if victorious, be able 
to return to free international trade? 


M-Day and the Business Man 


LEO M. CHERNE 
Condensed from Harpers Magazine, July 1940 


NLESS there is the completely co-or- 

dinated control of all the factors in- 
volved in industrial mobilization the whole 
process must inevitably become a “mud- 
dling through.” And “muddling through” 
is incompatible with victory in war. 

In General Automobiles’ assembling plant 
[a typical business after M-Day] labor is 
working under pressure. The hours are al- 
most certainly more than forty a week. The 
probability is that time and one-half for 
overtime work is no longer required by law. 
Women may be seen here and there in the 
plant where less skilled men previously 
performed their routines. There is no talk 
of a walkout at the expiration of the union 
agreement to force an increase in wage 
rates, for wage rates have been keyed to 
the cost of living and Washington super- 
agencies determine changes in both. 

As soon as the Selective Service Law is 
in operation, voluntary recruiting will stop 
completely; that is, for men 21 and over. 
Under the Selective Service machinery local 
boards will almost automatically become 
operative in 6,000 localities, and will per- 
form three functions. The local board regis- 
ters, selects, and inducts into actual ser- 
vice. The board will determine who is to 
remain in civilian activity, and this will be 
determined on the basis of an eight-page 
questionnaire filled out by each registrant. 
Class I will include those individuals who 


are ready for immediate service. Class II 
will include those who were deferred from 
immediate service because they are engaged 
in vital industries, necessary professions, 
or necessary agriculture, or because they 
hold some job with the government and can- 
not at the time be replaced. Class III will 
include those who have dependents; and 
Class IV everyone else—aliens, the physical- 
ly unfit, and the Federal and State officials 
deferred by law. 

There will be no blanket deferments for 
all employees in any industry regardless 
of the importance of the industry. Nor will 
deferments be granted except to those ac- 
tivities which are essentially necessary 
either for the conduct of the war or the 
maintenance of civiliar life and morale. 


If there is a shortage in any of the com- 
ponents which make up the nation’s eco- 
nomic wealth only the most essential civil- 
ian needs will be permitted to be a drain on 
these resources. It is because of this fact 
that the keystone of industrial mobilization 
is priority control—priority control over 
raw materials, labor supply, power, fuel, 
transportation, capital and construction. 


Not Self-Sustaining 


The fact that the United States is pe- 
culiarly favored in being the leading indus- 
trial and agricultural country in the world 





has led many to believe that it could be en- 
tirely self-sustained in time of war. It is 
self-sustaining to a degree nearly equal to 
the total of the six other great powers in 
respect to food, power, iron and steel, coal 
and petroleum, machines and chemicals; but 
in spite of this it is not totally self-sufficient 
for either its own industrial peacetime needs 
or for wartime military requirements. A 
list of strategic, critical and essential com- 
modities is currently kept alive and up-to- 
date by the Army and Navy Munitions 
Board. These materials will be available 
to private industry to the extent of the 
Government’s needs for products of that 
particular industry. 


Another superagency, the War Finance 
Control Commission, will prevent registra- 
tion of any security with the Securities and 
Exchange Commission (or its successor), 
unless approved by the War Finance Con- 
trol Commission. The sale of any security 
in excess of a certain amount without ap- 
proval by this Commission will also be im- 
possible. The object will be to assure that 
activities essential to production for the 
war have first call on new capital. In addi- 
tion, an enormously expanded Reconstruc- 
tion Finance Corporation will control dollar 
destiny for business for the duration of the 
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war. Loans will not be available except for 
essential enterprises. 

The most immediate and widespread ef- 
fect of industrial mobilization will be in the 
control of prices. The Price Control Com- 
mission . .. will be able to prescribe: (1) 
maximum, minimum, or absolute prices; (2) 
margins of profit to producers and dealers; 
(3) differentials based either on primary 
markets or upon zones or districts; or (4) 
different prices for different localities or 
for different uses in the same locality ... 
Profiteering in food and other necessities 
will become the major target almost im- 
mediately upon the functioning of the Com- 
mission. In addition, in order to retard the 
anticipated war tendency toward an undue 
rise in the prices of real estate and rentals, 
a Presidential proclamation may be promul- 
gated declaring it unlawful to buy, sell, 
rent, or lease any real estate at a higher 
rate or price than is in effect at the time 
designated. 

Industrial mobilization is planned econ- 
omy—planned economy for a specific pur- 
pose, but planned nevertheless. All life, all 
business enterprise, all economic functions, 
all normal incentives of a peacetime econ- 
omy will on M-Day be forced into the mold 
of a wartime economy. 


We Can Go Ersatz, Too 


Condensed from Business Week, July 6, 1940 


OW that we are getting down to cases 

on national defense, enlightening—and 
reassuring—answers are coming out on in- 
dustry’s ability to supply, or to provide sat- 
isfactory substitutes for, “essential,” 
“strategic” and “critical” materials. Of the 
fourteen items on the strategic materials 
list, not more than three—chromium, man- 
ganese, and tin—should cause any anxiety. 
Here’s the situation: 


Antimony—formerly came in large part 
from China. Now the supply from Mexico 
is plentiful. More could come from the 
U. S. and South America. 


Chromium—Cuban and American sources 
have scarcely been scratched, are now un- 
dergoing more intensive development. If 
worse came to worst, it is estimated that, 
long béfore present stockpiles run out, 
American sources alone could be made to 
take care of military requirements. 


Cocoanut shell char—a satisfactory sub- 
stitute has been found in a specially pre- 
pared wood charcoal. 

*Manganese, ferro-grade—the Bureau of 
Mines has developed a new process for ex- 
tracting manganese from low-grade ore, of 
which we have unlimited quantities. 

Manila fiber—there is a cotton surplus, a 
vast array of tough new synthetic fibers, 
and a big potential source of hemp in near- 
by Mexico, Cuba and Haiti. 

Mercury—our domestic production has 
hit 3,000 flasks per month, more than our 
maximum use during the World War. Mean- 
while, our research chemists have devel- 
oped three substitutes for fulminate of mer- 
cury in detonators. 

Mica—plenty of mica can be taken from 
domestic mines, and there are further sup- 
plies in Argentina, Brazil and Canada. If 
those sources failed we could turn to sub- 
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stitute materials like Alsifilm, synthetic 
plastics, and glass. 

Nickel—Canada has 90% of the world’s 
supply. , 

Quartz crystal—comes from Brazil. The 
quantity used is so small that all require- 
ments could be satisfied in an emergency 
by airplane delivery. 

....Quinine—there are excellent substitutes 
made synthetically in this country. 

*Rubber—can be replaced for various es- 
sential uses by any one of several syn- 
thetics before existing stocks of raw and 
manufactured rubber are depleted. 

Silk—various rayons are now acceptable 
to the Army and Navy, if silk cannot be 
had. As insulation silk can be replaced by 
Fiberglas and certain synthetic fibers. 

Tin—stockpiles in private hands are 
large, but if Far Eastern supplies should 
be entirely cut off, we would be hard put to 
supply smelters to take care of Bolivian 
ore. The.can companies indicate that, in 
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a pinch, they could make their products of 
black steel plate, protected by lacquer. In 
a real pinch, the Army and Navy might 
commander all tin, leaving civilians to un- 
tinned cans, glass containers, liquid-proof 
pliofilm bags and cellulose wrappings. Silver 
is a potential substitute, and so is aluminum. 

Tungsten—is already produced in the 
U. S. up to 50-75% of our requirements. 
Private stockpiles are big. 

Of the 15 so-called critical materials — 
aluminum, asbestos, cork, graphite, hides, 
iodine, kapok, opium, optical glass, phenol, 
platinum, tanning materials, toluol, vanad- 
ium, wool—only two are likely to cause any 
headaches; cork and optical glass. 


*Recent announcements of rich man- 
ganese discoveries in Arizona, and of 
large-scale production of synthetic rub- 
ber on a commercial basis add further to 
our material independence. — Editor’s 
Note. 








A Guaranteed Minimum 


War is admittedly no time for increas- 
ing the cost of social services. Yet the 
view is spreading that the time has come 
for the State to guarantee to every in- 
dividual-—as it never has done explicitly 
in peace—a sufficient quantity of food, 
clothing, shelter and the acknowledged 
necessities of life. The proposal is not 
anomalous, even where siege is impend- 
ing. It arises, quite naturally, from the 
fact that one feature of wartime is a 
steady increase in the cost of living, an 
increase which bears heavily upon peo- 
ple, and especially families, at the lower 
end of the social scale. Actually, it 
would not be entirely an innovation thus 
to recognize in practice the principle of 
a national minimum. Bit by bit the 
advance guards have filtered into social 
policy already. 


As a method of social defense, wage 
increases tend to defeat their own ends. 
If wages continue to go up at a time 
when civilian consumption has to be cut 
down, the result can only be higher 
prices and further rises in the cost of 
living. The task of keeping the heads 
of the poorest workers above water is 
merely made more difficult; they benefit 
least from the advance in wages and suf- 


fer most from the increased cost of liv- 
ing. 

What is needed is a new means test 
not to restrict workers’ incomes in this 
case, but to expand them on proof of 
need. One integral part of the solution 
must be family allowances due to all 
from the State and given either directly 
or through industrial organizations. Mr. 
Keynes has suggested 5s. a week, even 
in wartime. The establishment of a de- 
cent minimum wage in all trades is an 
indispensable foundation, but it cannot 
ensure a decent minimum standard of 
living unless special allowance is made 
for the varying size of workers’ families. 

The corollary to establishing a mini- 
mum below which none should fall is to 
set up maxima above which none should 
rise. The policy of adjusting all, or even 
a large part, of incomes to counter ris- 
ing prices is wholly wrong. It is not 
even effective. If by measures of con- 
trol and by the coordination and exten- 
sion of social services, it is guaranteed 
that no individual and no family should 
fall into real want, then justice and ex- 
pediency are satisfied. Without sacri- 
fices everywhere above the minimum, the 


minimum itself is unattainable. 
The Economist, London, July 6, 1940 








Price Control by Government 


EDWIN B. GEORGE 


Economist, Dun & Bradstreet, Inc. 
Condensed from Dun’s Review 


IRST of all it is necessary to understand 

that ever since the evolution of our 
present capitalist system, price has been 
regarded as the great equalizer, or co- 
ordinator, of the infinite variety of man’s 
business activities. Its performance of 
that function might be halting and invis- 
ible, but it was all there was. 

On the popular side, two facts operate 
in sequence: first, the larger the number of 
people who cannot eat, the more attention 
will be paid to theories ordinarily regarded 
as impractical or radical; second, the more 
disposed the country is to experiment with 
theories, the more attention wi!l be paid 
to price as one of the factors ordinarily 
regarded as vital, and therefore always 
subject matter for political action. 

The subject seems to have three broad 
segments: What types of government in- 
terference have actually emerged? What 
ideas are still in the offing? What weak- 
nesses have developed in the theory and 
practice of governmental price making? 

It should be pointed out that there is no 
clear-cut policy. Scattered around the 
many [federal] departments are not only 
various and sundry powers over price, but 
various and sundry ideas as to what gov- 
ernment should still do about price. Many 
policies have become positive at particular 
points of price disturbance—railroads and 
coal—while others are aimed in a general 
and sometimes vague way at improving the 
responsiveness of prices to each other. 
Some are of the planning, co-ordinating, and 
balance-seeking type; some are for the al- 
leviation of obvious distress; some the sim- 
ple result of business pressure; and still 
others, the peculiarly democratic fruit of 
power politics. 

The principle of price making by com- 
petition in a free and open market is deep- 
ly imbedded in common law, public policy, 
and the mass mind. Perhaps above all 
others, it lies at the heart of our capital- 
istic system. It is hard to override it with- 
out arousing resentment. Such being the 
case, the gods must be at least gently 
amused at the spectacle we present of bus- 
iness and government mutually accusing 


the other of violating so sacred a creed. For 
both of them are right, and neither can 
help itself completely. 


Don’t Strip Gears 


It is possible to recognize one driving 
force that is commanding more attention 
than most of the others. Its essence is that 
prices are, roughly speaking, the gears of 
our industrial system, and where they do 
not mesh, too many of the important wheels 
of commerce spin either idly or not at all. 
But it is easier to insert new gadgets than 
to be sure they will not be more of a drain 
on power than a help. It may be possible - 
to have a perfectly co-ordinated machine 
that will not run. 

The other day the startling theory was 
advanced that a hen is merely an egg’s 
way of producing another egg. By the 
same contrary logic, business mistakes may 
be nature’s way of stimulating business in- 
genuity. 

In short, there is always going to be 
something wrong, and the eternal problem 
is to identify in our terrifyingly intricate 
system the fundamental forces that really 
make it go and make it stop; and inci- 
dentally, not to let either defects or cures 
interfere with essential values any more 
than can be helped. 

ee 


Economic Conflict 


An economic conflict between the United 
States and the totalitarian powers rather 
than an actual war of arms was predicted 
by Dr. Douglas Southall Freeman, editor 
of the Richmond (Va.) News Leader, and 
Civil War historian, in an address delivered 
in June before the graduating class of the 
Graduate School of Banking conducted by 
the A.B.A. at Rutgers University, New 
Brunswick, N. J. Dr. Freeman declared 
that the economic warfare would begin as 
soon as Germany integrates the conquests 
it has made and that it would be essentially 
a struggle between the barter system of 
international trade and the gold transfer 
principle upon which the United States is 
now dependent. 
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Control of Capital Markets 


For the first time the British banking 
system has had to fit itself into the pattern 
of a rigidly controlled capital market and 
of an economy consciously tuned to max- 
imise our war effort. The authorities had 
realized before the outbreak of the war 
that the test which was then forcing itself 
on this country and the Empire would, if 
it was to be successfully survived, require 
a more complete mobilization and more con- 
trolled canalization of our capital resources 
than could be achieved by the incentive of 
private gain in an individualistic economy. 
Hence the immediate attack on the freedom 
of the capital market as the key position 
in the attainment of an effectively control- 
led economy. 


The first move in this offensive was the 
control of the exchange market which was 
to convert the capital market into that 
closed circuit in which alone efficient direc- 
tive control could be exerted. In the sec- 
ond place, a complete ban was placed on is- 
sues of new capital and conversions other 
than those operations specificially author- 
ized by the Capital Issues Committee. By 
these two measures the authorities were 
given a power altogether unprecedented in 
this country of shaping the character of 
new capital expenditure and consequently 
of our productive effort. That power has 
been gradually reinforced by such measures 
as the increased restriction of rents and, 
later, by the limitation of dividends on or- 
dinary shares. 


This control of the capital market would 
have been to some extent undermined if 
the banks’ operations had not been coordin- 
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ated to it. The control of short-term credit 
provided by the banks is in many ways 
complementary to the controlled distribu- 
tion of longer term capital, and somehow 
or other the banks had to be brought within 
the scope of a coordinated capital market. 
There was an informal approach to the 
banks requesting them to follow certain 
general precepts in their policy on loans and 
advances. It is safe to say that the re- 
sults have been every whit as effective as 
those flowing from the application of a 
statutory form of control backed by all the 
penalties of the law. 


Role of Banks 


The banks were requested to refuse de- 
mands for advances by trades of luxury 
and non-essential character and to recall, 
wherever feasible, facilities being used for 
such purposes. They were also asked to 
give special consideration to requests for 
credits from firms engaged on Government 
work or in activities of an essential char- 
acter. Moreover, after the issue of the first 
War Loan, the banks undertook, with ob- 
vious unanimity, to provide special short- 
term facilities to enable their clients to 


apply for the stock and spread their instal- 
ments over a lengthier period than that 


provided in the prospectus. Under the 
guidance of these instructions the banks 
have effected a considerable redistribution 
of their advances over the past eight 
months. 


So far the war has brought little appar- 
ent change to the crystallization of banking 
policy as represented by the structure of 
banking assets, but at the same time a con- 
siderable redistribution of the banks’ loans 
and advances has taken place. It is in the 
sphere of discount policy that the impact 
of the war has made itself most evidently 
felt. The growth in the bill portfolio repre- 
sents up to now the most direct contribu- 
tion that the banks have made to the financ- 
ing of the war. That contribution will 
sooner or later make itself apparent in the 
investments, a transition which will prob- 
ably be hastened with the gathering mo- 
mentum of war. The banks as a whole must 
accept the prospects of a growth in their 
holdings of Government securities both ab- 
solutely and in relation to their aggregate 
resources. That will be the next direction 
in which the banks’ adjustments to a war 
economy will probably manifest itself.— 
The Economist, London, May 18, 1940. 





This Is What We Face-? 


DOROTHY THOMPSON 


HERE are simple, realistic reasons why 
Hitler has so far won this war. 

First: His observations regarding the 
international weakness of democratic so- 
cieties—observations which formed _ the 
basis for his conquest of Germany itself, 
by the Nazi revolution. 

Hitler is destroying democracy by the 
sword,, and by revolution, because democ- 
racy has already gone far on the road to 
self-destruction. 

* * * 


Second: Hitler is winning the war be- 
cause he has been fighting it with. an indus- 
trial and engineering economy, while the 
democracies have been fighting it with a 
money, or financial economy, and fighting it 
stingily. 

The Germans did not vote themselves 
four billion money units for defense. They 
voted—had voted for them—thirty thousand 
airplanes, so many guns, so and so many 
thousand tons of reserves of oil and raw 
materials. The German economy is an 
economy of things and men; the Allied 
economy is an economy of symbols: money. 
The German economy recognizes that all 
wealth is in goods, particularly in capital 
goods, and that these are not created by 
money, which is only a medium of exchange, 
but by the application of labor to mater- 
ials. 

This economy was not designed by Hit- 
ler. Thorstein Veblen, an American, knew 
all about it. 

Third: The Germans are winning the 
war because, in spite of a complete political 
dictatorship, they have devoluted power to 
the places where power exists. Power is 
knowledge. 

The speed with which Germany rearmed 
lay in the use, co-ordination and expansion 
of the existing plant, and the placing of 
responsibility where it belongs, namely, 
where the power is. It does not require 
dictatorship and a Gestapo to do this. 

* * * 


Fourth: The Germans are winning the 
war because they have a vision. They en- 
visage Germans as the master race, setting 
a design for living for all the peoples of 
the earth. 


But one cannot oppose an ignoble and 
untrue vision with no vision at all. We 
shall not survive this epoch unless we can 
conceive a vision as large as theirs, but 
truer, and more real. 

We live in the greatest epoch of human 
history. It holds the greatest possibilities 
for evil and the greatest possibilities for 
good. It can plunge mankind into chaos or 
liberate him into light. And everything in 
this world and this epoch is either given 
to us in and by nature, or has been created 
by the mind, and imagination, intellect and 
soul of human beings. 

* * * 

The Germans have a clear plan of what 
they intend to do in case of. victory. 

Germany’s plan is to make a customs un- 
ion of Europe, with complete financial and 
economic control centered in Berlin. This 
will create at once the largest free trade 
area and the largest planned economy in 
the world. In western Europe alone—Rus- 
sia is another chapter—there will be an 
economic unity of 400,000,000 persons, skill- 
ed, civilized, white men, with a high stand- 
ard of living. To these will be added the 
resources of the British, French, Dutch and 
Belgian empires. These will be pooled, in 
the name of Europa Germanica. 

* * * 

The Germans count upon political power 
following economic power, and not vice 
versa. Territorial changes do not concern 
them, because there will be no “France” 
or “England,” except as language groups. 
But no nation will have the control of its 
own financial or economic system or of its 
customs. 

As far as the United States is concerned, 
the planners of the World Germanica laugh 
off the idea of any armed invasion. They 
say that it will be completely unnecessary 
to take military action against the United 
States in order to force it to play ball with 
this system. They point out that there 
will be no other foreign market for the raw 
materials and agricultural products of the 
United States, since these can hardly be 
sold in the Western Hemisphere. 

Here, as in every other country, they 
have established relations with numerous 
industries and commercial organizations, to 
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whom they will offer advantages in co-oper- 
ation with Germany. Certain conditions 
will have to be met. No order will be taken 
from or given to firms headed by person- 
alities unfavorably regarded by the Nazis. 
No advertising contracts will be placed with 
newspapers directed by or publishing the 
work of pro-Ally or anti-Nazi editors or 
writers. 


The immense gold reserve of the United 
States will be worthless. The international 
currency will be a managed currency, the 
German mark, and all external trade will 
be based upon barter. This new world- 
wide complex will want raw materials, and 
will pay for them in manufactured goods. 
The United States will become an economic 
colony, for its economic independence will 
be lost. There will be immense demands 
upon the southern and middle western 
states for cotton, wheat, etc., and upon the 
mineral wealth of this country, which they 
will take at high prices measured in terms 
of manufactured articles. The German 
planners predict a stampede of the South 
to collaborate with this system, directed by 
their agents. 


MAYBE A LITTLE HOUSE 
CLEANING WOULD HELP 
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South America will be conquered by bus- 
iness agents, not by guns. The plantation 
owners will be asked by the Germans 
whether they want to sell their meat, cot- 
ton and raw materials to Germany in ex- 
change for machinery, industrial material, 
automobiles, etc., or whether they want to 
be boycotted. Inasmuch as the chief mar- 
ket of South America is Europe, they count 
on the complete breakdown of the Western 
Hemisphere policy. “America,” they say 
“will be reduced to attempting to conquer 
these countries, while we have all the arts 
of economic persuasion at our command. We 
shall be the peace-makers and they the 
war-makers.” The economic penetration has 
already been established in all South Amer- 
ican countries and in Mexico, and will be 
accompanied by political ultimatums and 
propaganda activities. 


London is to cease to be a financial cen- 
ter, but will be the chief commercial cen- 
ter, under Nazi domination. When it is 
possible to find pro-Nazis of French, British 
or other nationality, they will be put into 
power in their own countries. Otherwise, 
German governors will be put in. In any 
case, all political activities will be quietly 
watched by the Gestapo. 


* * * 


Russia will not be invaded. “We have 
no interest in the political system. Stalin 
will work with us. We are only interested 
in the organization of the Russian transport 
system, in increasing the production of the 
oil wells and exploiting minerals. Russia 
is full of our engineers and more of them 
will be welcome. The Russian system is all 
right, but it needs Nazi discipline and Ger- 
man technical skill to exploit it.” 


* * * 


They do not believe that the proletarian 
workers in any country will seriously op- 
pose them—even if they could. They argue 
that the tendency in all democracies demon- 
strates that workers only want to eat and 
have work, and care nothing for national 
matters or for individual liberty... What 
remnants are left of the pre-Hitlerian epoch 
myths will be terrorized out of the workers 
by the Gestapo. “And,” they add, “there 
is nothing that capitalists will not do, if 
profitable. Democracies have taught their 
people, workers or corporation chiefs to be- 
lieve in money.” 

Reprinted, by permission, 


cord,” by Dorothy Thompson. 
@ N. Y. Tribune, Inc. 
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If We Conscripted Wealth 


WESTBROOK PEGLER 
In the New York World Telegram of August 8 


XCUSE me, friends, but do I under- 

stand you to say that if men are to 
be conscripted for military training or 
war, then wealth should be conscripted, 
too? 

Because, before I bet on that proposi- 
tion I want to take another squint at my 
hand. 

Now, as I read the cards I observe that 
men are conscripted to defend the wealth 
of a country because the life and free- 
dom of the people are based on the pos- 
session of that wealth. And, of course, it 
sounds handsome to say that the wealth 
of a nation should belong equally to all 
the people, but if you will take a look 
around you will observe that freedom ex- 
ists only in those countries in which the 
wealth, or most of it, is privately owned 
and shifted from one possessor to an- 
other in constant toil, trade, competition 
and speculation. 

I don’t know why it works out that 
way, but it does. In Russia, Germany and 
Italy the wealth belongs entirely to the 
state, or, in your way of speaking, to all 
the people, equally, and the result is that 
no individual, except the few bosses, has 
any wealth at all or any of the rights 
that Americans enjoy. 

* a * 


They can’t speak out of turn; they can 
be shot for reading forbidden material or 
listening to forbidden stations on the air; 
they have to work where they are put as 
many hours as they are told to; they can’t 
quit one job to seek another or sass the 
boss or strike or even mention the idea 
of organizing a union. 

And they have to serve in armies and 
fight in wars, too, even with no prospect 
of acquiring any wealth of their own if 
they happen to be killed. 

When the war is over, if they live, 
back they go to their tasks. The farmer 
is taken to his farm on a short tether, 
and, though he may think he owns it, 
that is only an illusion. Let him fall be- 
hind the production figured out for him 
by the. nation and they chase him down 
the road, and his family with him. 

Or if he just happens to be in wrong 
with the local boss he can be chased off 
down the road or slapped into a concen- 


tration camp, where the guards will beat 
his ears off, while the farm is given to 
someone who happens to be in right with 
the boss. 


If he is a white-collar or a hand worker 
in a plant he can be hoisted out of a job 
in his home town and sent somewhere in 
a strange part of the country because 
they happen to need his kind of talent 
there. 

* * * 

That is what has to happen in a coun- 
try where you conscript the wealth as 
well as the man. It has to happen, and 
it does happen, because when the govern- 
ment of a nation takes over the wealth it 
becomes the owner of all the farms and © 
factories as well as the stocks and bonds. 

Wealth isn’t just stock certificates and 
sawbucks. It is the property, and when 
the government conscripts the property, 
then eventually the government becomes 
the only employer in the country, and its 
orders to the employees are not to be. 
disregarded or argued, as in the free 
countries. 


The government’s orders as the em- 
ployer and the boss are not mere orders 
but law, and you know what happens 
when you disobey a law of the govern- 
ment, especially in time of national dan- 
ger. They send for the secret police and 
give you a quick trial, and you go to the 
clink if they don’t take a notion to shoot 
you. 


So, on reading my hand carefully, I 
have to bet against your proposition that 
wealth should be conscripted along with 
men. If you are going to do that there 
is no reason to conscript the men, be- 
cause this country’s only reason for do- 
ing that is to fight off the very thing 
that would happen here the minute we 
decided to conscript wealth. 


,, 


Money Is Already Conscripted 


There is a good deal of nervousness 
among small investors as to the significance 
of the government’s powers to conscript men 
and money. There are many timid in- 
vestors—particularly aged people or widows 
with small sums of money—who expect that 
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they may some day find a uniformed police- 
man at the door, demanding that they turn 
over the title deeds of their property, cash 
in their insurance policies or write out 
checks on their bank accounts payable to the 
government. 

Groundless as such fears may be, they 
are nevertheless easy to understand. Pol- 
iticians have made a great shibboleth of 
the so-called “conscription of wealth.” For 
a generation they have declaimed that never 
again shall we conscript our men for war 
without also conscripting money. And so 
when Ottawa brought down its mobilization 
of natural resources bill it sugar-coated the 
power to call up men. The sugar-coating 
was the power to call up money. 
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As a matter of fact, when the govern- 
ment took powers to conscript money it was 
like taking powers to operate a post office 
or to make laws. It has been in the money 


conscription business ever since Canada 
came into being. The government has al- 
ways had the power to conscript money and 
it has exercised that power freely, year in 
and year out, in peacetime and in wartime. 


Governments conscript wealth through 
the income tax. They conscript it through 
inheritance taxes. They levy on corpor- 
ations, partnerships, small business men, 
investors and private individuals. They 
have been conscripting wealth for years. 


From Financial Post of Toronto, Canada. 


Realities of Our Situation 
WALTER LIPPMANN 


HIS is one of the most momentous 

facts in modern history — that the 
capitalist system of private property and 
free enterprise and free labor has come 
to an end in every industrial nation on 
the face of the globe, excepting only in 
the United States. 

The next President of the United States 
is going to administer our affairs in a 
world where the whole commercial sys- 
tem we have known has broken down; in 
a world in which private property and 
private enterprise have been replaced by 
military socialism. Have our manufac- 
turers and bankers and shareholders and 
bondholders grasped the fact that this 
European government monopoly of in- 
dustry will not only rest upon sweated 
labor and slave labor, but that it will 
have no financial overhead to burden the 
costs of production? For the capitalists 
of Europe will have been expropriated. 

These are a few of the facts which the 
American people are going to have to live 
with and deal with in the next years. No 
one in his senses can think he has a 
ready-made plan for dealing with them. 
But if they can be dealt with, the party 
in power must be led by men who are 
awake to what is happening. 

ok * * 

The principles which govern a nation 
that is organizing its military power are 
fundamentally different from those which 
govern it when, securely at peace, it is 
aiming at prosperity and social reform. 


Unless our leaders in both parties, and 
the people after them, understand these 
principles, the whole effort for adequate 
defense will bog down inevitably and in- 
exorably in confusion and failure. 

How radically different are the princi- 
ples which are now operative will be 
brought home to us, perhaps, by consid- 
ering first the relation of our existing na- 
tional debt to the outlays which will be 
necessary. The Republican leaders have 
been making speeches saying that because 
we have a debt of forty-five billions we 
are starting with a handicap of forty- 
five billions. Astonishing as it may sound 
at first, this is entirely untrue. The ex- 
isting national debt has no direct rela- 
tion to the nation’s capacity to arm. For 
this debt is an internal debt, payable in 
dollars within the United States, and a 
debt of this character is important only 
in a civilian economy. In an economy 
in which military requirements take pre- 
cedence over all other considerations, an 
internal debt may affect the methods of 
financing armaments but it does not af- 
fect at all the capacity to produce arma- 
ments. If any one doubts this, let him 
remember that a bankrupt Germany has 
carried out the greatest armament program 
in all history. 

Not only may we dismiss from our 
minds the notion that the high national 
dgbt is in itself a handicap to the efforts 
we must make, but we may go further. 
We may say that because our debt is 





solely an internal debt while we possess 
virtually unlimited purchasing power ex- 
ternally in the form of gold and of ex- 
port surpluses, we are as respects finan- 
cial means invulnerable. Money is no lim- 
itation upon any effort we need to make; 
the only limitations are to be found, first, 
in our own capacity to produce, and sec- 
ond, in our capacity to obtain delivery 
from Asia and Europe of critical strategic 
materials which we may be prevented by 
other powers from buying under ordinary 
commercial conditions in the open market. 
* * * 


We shall not have to give up butter in 
order to have guns. But we shall have to 
give up many gadgets, private and col- 
lective gadgets, if we are to have an air 
force and a navy and army capable of 
defending our vital interests in this hemi- 
sphere. And the sooner our public men 
tell the people that they will now have to 
live under a regime of duty and of sacri- 
fice, the more the people will believe in 
them, the more the people will be spirit- 
ually prepared for the ordeal through 
which they are destined to pass. 

Reprinted, by permission, from ‘‘Today and To- 


morrow,’ by Walter Lippmann. 
Copyright, The New York Tribune, Inc. 
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Great Britain Awakes — In Time? 


Many very dearly cherished notions have 
been swept aside by a month of Blitzkrieg. 
We no longer believe that we have only to 
sit tight to win; that the war can be fought 
without the utmost sacrific of blood and 
treasure; that a single scrap of virtue re- 
sides in caution. But there is another set 
of ideas, just as false, which has not been 
abandoned. This is the set of ideas that 
has been the dominant economic philosophy 
of the Conservative Party in the past nine 
years, the set of notions that sees its ideal 
of an economic system in an orderly or- 
ganization of industries, each ruled feudal- 
ly from above by the business firms already 
established in it, linked in associations and 
confederations and, at the top, meeting on 
terms of sovereign equality such other Es- 
tates of the Realm as the Bank of Eng- 
land and the Government. 

This is the order of ideas that has trans- 
formed the trade association from a body of 
doubtful legality, a conspiracy in restraint 
of trade, into a favored instrumentality of 
the State, until membership in such a body 
kas become as necessary to the business man 


who wishes to be successful as an old 
school tie has been to the ambitious Con- 
servative politician. It is the order of ideas 
that led to the Import Duties Act being 
drafted in such a way as to put a premium 
on self-seeking monopolies and a discount 
on the public interest; that turned “high 
profits and low turnover” into the domi- 
nant slogan of British business; that raised 
the level of British costs to the highest in 
the world. It is a set of ideas that is ad- 
mirable for obtaining security and remuner- 
ative profits for those already established 
in the industry—at the cost of an irreduc- 
ible body of general unemployment. It is 
emphatically not a set of ideas that can be 
expected to yield the maximum of produc- 
tion, or to give the country wealth in peace 
and strength in war. 

Nevertheless, when the war broke out, 
this anti-productive system was carried to 
its highest point. British industry, by and 
large, has, until recent weeks, been making 
the maximum effort compatible with no dis- 
turbance to its customs or to its profit- 
making capacity hereafter. But the result 
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has been a startling inadequacy of produc- 
tion. Both in tanks and in aircraft (to 
take only the two outstanding cases) the 
existing rings have failed to produce the 
goods and, nine months too late, outsiders 
have had to be brought in. 

This is not a case of individual failures 
but of a system that is wrong. In really 
totalitarian war, every industry. must 
change its shape and size. If it is unneces- 
sary, it must disappear; if it is essential, it 
must vastly increase its capacity. We have 
abandoned the disastrous attitude of mind 
that looked on the war as a spare-time 
hobby; cannot we get rid of its no less dis- 
astrous offshoot? 

It was the energetic, open-minded bus- 
iness man who rescued England in the last 
war and will do it again. The need of the 
hour is for more organization and more 
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control—but inspired by the paramount 
needs of the public safety, without any of 
the hindrances imposed by habit of mind or 
instinct of self-preservation. 

A great effort of mind and will is needed 
to rid ourselves of these disastrous doc- 
trines. What distinguishes a democracy 
from a dictatorship is the voluntary effort 
of its citizens. Freedom is combined with 
efficiency when each man obeys the orders 
of an authority which he voluntarily ac- 
cepts. It is time we applied the doctrine 
of democratic efficiency to our industries 
and appointed impartial authorities to give 
orders instead of issue appeals. Only so 
shall we raise our production of the mater- 
ials of war with that rapidity which is now 
our sole salvation. 

—From The Economist, June 15, 1940. 


Gold—Official Optimism 


ITH the restoration of enduring peace 

and economic stability abroad the 
gold problem will solve itself. Our great 
export surplus will drop—not because we 
shall sell less abroad but because we shall 
buy more. Foreign capital will be gradu- 
ally repatriated—not because we drive it 
out but because it is attracted home by the 
re-emergence of security abroad. Our in- 
vestors will once again invest their funds 
abroad—not because of the scarcity of op- 
portunity at home but because of greatly 
enhanced opportunities for sound and pro- 
fitable investments in other lands. And 
finally our tourists will spend hundreds of 
millions more in foreign countries. 

I am as confident that gold will continue 
to be used as the medium of international 
payments as I am that the majority of na- 
tions will succeed in maintaining their in- 


dependence .. . The exchange we made and 
are making in return for gold is a good bar- 
gain for us. It has enabled us to increase 
employment and recovery. It has made 
possible the utilization of labor, capital, ma- 
chinery and resources that would otherwise 
have been idle. We have expanded our ex- 
ports and encouraged our domestic indus- 
ee 

There are some sincere people who have 
been disturbed by stories that this country 
had a monetary policy that threatens to 
cause loss to the nation. If you meet such 
people I hope you will reassure them. You 
may tell them that the greatest and richest 
country of the world has the best and sound- 
est monetary system and that there is no 
reason to fear that it will not remain sound. 
—Henry Morgenthau, jr., Secretary of the 
Treasury. 


Gold—Opposition Pessimism 


LL goods and all labor, as well as debt, 
are measured in value ultimately by 
gold. Accordingly, when an insolvent gov- 
ernment alters its unit for measuring val- 
ues—in the words ordinarily used, changes 
the gold content of its currency—inevitably 
it changes all prices; of some goods im- 
mediately—those that enter into interna- 
tional commerce; of all goods and services 
ultimately. 
The outcome, in general, can be seen: A 
complete readjustment in all business rela- 
tionships, first outside and then within the 


nation, is inevitable. This readjustment af- 
fects the ownership of all forms of prop- 
erty, but, even more unsettling than this, 
all fixed income, salaries, wages, production 
costs, prices of goods. 

Economic freedom, and soon other forms 
of freedom, must necessarily be encroached 
upon. The rise of totalitarianism in mod- 
ern governments during the past dozen 
years is nothing but a reflection in the poli- 
tical sphere of the attempts of governments 
to control the economic consequences of 
their own financial mismanagement. 





Through its ownership of the greatest 
hoard of gold in history, our Government 
has an enormous advantage in devaluation 
that no other nation has ever had. That is 
the stark fact that may ultimately make 
our politicians go much farther. Our great 
horde of gold represents an easy way out 
of our Government’s current financial troub- 
les, an infinitely easier way than by reso- 
lutely opposing pressure groups who are 
wasting away the income of all of us in 
their own transitory interest. 

Until the outbreak of the war in Septem- 
ber, 1939, the only countries in the world 
where the possession of gold by citizens was 
prohibited were Russia, Italy, Germany— 
and the United States. 

No less must it be agreed that the un- 
backed promises of governments will never, 
for long generations, be established as a 
satisfactory substitute for gold. This is 
what is in the minds of the wise men who 
say “gold has become the world’s money 
because governments cannot be trusted.”— 
Harry Scherman in The Saturday Evening 
Post. 


—_—_—_0 


The 1940 Gold Rush 


Technically, of course, the 1940 “gold 
rush” is a fiction because one cannot get the 
actual gold. But, in the sense that the 
value of money is measured and determined 
by the value of the gold behind it, the rush 
to exchange goods for money constitutes a 
modern “gold rush” although with the mo- 
tives reversed. 


In this case, fear of loss rather than hope 
of profit is the primary motive, and the emo- 
tional influence which impels this fear is the 
thought that Nazi Germany may defeat the 
Allies. 


But does that possibility afford valid jus- 
tification for a preference for cash to 
equities ? 

Like the lucky Forty-Niner who got to 
the right place first, an astute and nimble 
speculator may reap large profits by ex- 
changing stocks for cash, and vice versa, in 
anticipation of changes in the value of one 
in relation to the other. 


But we question whether the fear that 
has impelled the panicky selling of recent 
weeks is justified from a long-term invest- 
ment standpoint in light of the implications 
of the possibilities in the war situation. 

If the fear that a Hitler victory would 
spell the doom of the capitalistic system is 
what impels the conversion of capital in the 
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form of common stocks to capital in the 
form of money, where is the logic of the 
exchange? What can one buy with money 
of a capitalistic system which will have 
value in a non-capitalistic system? 

If the fear that a Hitler victory would 
mean the beginning of world conquest by 
Nazi Germany, then again what lasting 
value would money have or what might it 
buy that could possibly be of any lasting 
value to the purchaser? 

Finally, hand in hand with the other 
fears of the consequences of a Hitler vic- 
tory, is the fear that our great hoard of 
gold would become valueless. Thus, in ef- 
fect, those who are exchanging goods for 
gold because of the fear that Germany 
might win the war are jumping from the 
frying pan into the fire. 

In short, if the current fears of the con- 
sequences of a Hitler victory are valid, then 
money (gold) is not the conventional haven 
of safety that it has been in the past. 

It seems safe to say that the fearsome 
beliefs of the moment reflect extremes of 
emotional thought and, as such, are of little 
practical significance——William F. Shelley, 
vice president Massachusetts Distributors, 
Inc., in Sphere. 





German View on Gold 


There has been a great deal of con- 
cern and trepidition of late on the part 
of our bankers and economists and poli- 
ticians as to the probable effects of a 
German victory in Europe on the tre- 
mendous gold reserve of the United 
States. They fear, and they are not 
unjustified, that should Herr Hitler win 
this war we might just as well take that 


gold out from our vaults and pave Broad-. 


way or some equally celebrated thorough- 
fare with it. The question posed is a 
very serious one. 

20 billion dollars in American gold is 
stored in Kentucky. Time and again the 
powers that be in the German govern- 
ment have announced their intention to 
abandon gold altogether in the event 
that they win the war. An editorial on 
“New Europe’s Currency” which appear- 
ed in a recent issue of the Deutsche 
Bergwerkszeitung, influential organ of 
the Ruhr coal and steel interests, is in- 
dicative: 


“The gold standard has for us only 
historic interest and gold has become an 
intra-American problem,” is the main 
thesis of the editorial. ‘The renaissance 
of gold as a standard for currency is 
impossible, because, first the nations will 
no longer permit their economic life to 
be dictated and guided by a super-na- 
tional force, and second because all the 
necessary prerequisites for the material 
functioning of the gold standard have 
now ceased to exist—that is to say be- 
cause it has become impossible to bring 
together a concert of nations willing to 
observe the rules of the game. 


“First, the primary value of the mone- 
tary unit will be determined by the 
measure of production of the national 
economy. Second, the international cur- 
rency problem is, in the final instance, 
only a question of equalizing the bal- 
ances of international trade and this 
equalization can be effected in many 
ways.” They admit that gold cannot 
be entirely eliminated, inasmuch as no 
other means exists for the final settle- 
ment of balances in international trade, 
even though much of this trade may be 
carried in the form of clearing or barter. 


TRUSTS and ESTATES-—August 1940 


The primary thesis, that work is a 
better currency than gold, is enlarged 
upon in the editorial: “The money that 
we and other nations possess lies in the 
achievements of our productive labor. 
The coal that we possess is worth more 
than any golden treasure. In the inter- 
state exchange, the productive achieve- 
ments of labor will balance each against 
the other. It is the nations that make 
these exchanges—not the importers and 
exporters. The highest measure of pro- 


ductive achievement is the prerequisite 
for the highest degree of exchange pos- 
sibilities—if one can give much one can 
take much. The pressure to take will 
be very great after the war.” 


Future of Gold Assured 


Dr. Paul F. Cadman, economic advisor 
to the American Bankers Association and 
former president of the American Research 
Foundation, asserted recently in an address 
before the North Carolina Bankers Confer- 
ence at the University of North Carolina 
that “America is not going to be left hold- 
ing the bag with 20 billions in gold, for a 
victorious Germany would return to a gold 
basis just as quickly as possible.” 

“There is no valid reason,” declared Dr. 
Cadman, “for the fear in some quarters 
that, in case Germany wins, Europe will 
abandon gold and leave America holding 
huge reserves. Gold is still the most val- 
uable means of purchasing throughout the 
world. We can prevent it from circulating 
but all our monetary investments are tied 
to it. Barter worked all right when Ger- 
many was building her war machine but it 
would neither feed her nor enable her to 
feed that part of Europe occupied by her. 
She can’t force it on South America except 
by arms and she knows that is not the way 
to get their trade and good will. 

“If Germany writes the peace treaty she 
will be able to demand gold indemnities. 
She will also have access to newly mined 
gold, notably in Russia, which has been for 
three consecutive years the third largest 
gold producer in the world. Therefore it 
is my belief that Germany would go to a 
gold basis and that we would trade with 
her if for no other reason than because she 
would dominate the markets of Europe.” 

Dr. Cadman said that he had recently poll- 
ed 65 leading monetary authorities in Amer- 
ica and found only four “who even suggest- 
ed that gold was apt to become worthless.” 





Influences of Preparedness On European Economic Life 


FREDERICK POLLOCK 
International Institute of Social Research 


Condensed from The American Economic Review 


HE influences of preparedness upon eco- 

nomic life were and are so pervasive as 
to permit us to speak of a “preparedness 
economy.” A _ preparedness economy is 
transitional in a double sense; in the nar- 
row sense it marks the gearing of what was 
a peace economy to the threat of war; in 
the wide sense, it marks the transformation 
of traditional capitalism into a system 
whose fundamental relations are not yet 
clearly delineated. The widely discussed 
inherent tendencies of latter-day capitalism 
are developed, strengthened, and effectively 
enhanced by preparedness measures. These 
measures not only alter parts of the sys- 
tem, however, but tend to create new vital 
institutions within the economic body. 

We may distinguish in Europe two types 
of preparedness economy: the “democratic” 
and the “totalitarian.” The democratic type 
is marked initially by separate, seemingly 
unconnected measures in the nineteenth 
century tradition somewhat modified by the 
experiences of the World War. The guid- 
ing principle of this stage is to offer min- 
imum disturbances to private enterprises 
and to political institutions, at the same 
time blueprinting plans for a centralized 


war economy. The totalitarian prepared- 
ness economy starts with the recognition 
that the traditional methods of “business as 
usual” are inadequate and that it is neces- 
sary to introduce all types of innovations. 
The rapidly intensifying danger of war, 
however, forces the democratic states to 
adopt methods which are in material effect 
identical with those of the totalitarian 
states, whatever the ideological differences 
purport to be. 

This process is not to be laid at the door 
of a single individual, group of individuals, 
or a national character. It is inherent in 
the post-war world and in the rise of in- 
dustrial warfare. Whereas in Germany and 
Italy, Fascism created a preparedness econ- 
omy, in England and France the inherent 
tendencies in a preparedness economy lay 
the basis of some kind of Fascism. It ap- 
pears as if preparedness were a link in a 
vicious circle existing in both national and 
international spheres; unsettled economic 
conditions, general political and economic 
insecurity, preparedness efforts, further un- 
settling of political and economic conditions, 
rising insecurity, more preparedness efforts, 
etc. 


The War as Revolution 


MAX LERNER 
Professor of Political Science, Williams College, Mass. 
Condensed from The Nation of July 27, 1940 


E had better understand that there 

is a triple war going on in the world 
today; first, the military war which can be 
seen; a civil war in every country, much 
of which is unseen because much of it con- 
sists of secret efforts by the enemy to win 
over powerful groups in our culture and 
gain the victory without fighting for it; 
and, finally, the war within each person. 
This last is the most important war that 
is going on today—the war between the 
fascist and the democrat in every one of 


us. It is in this war that our intellectuals 
have a special task of leadership. But they 
cannot fulfil it unless they confront the 
realities of all three wars. 

What is happening today is something 
very close to a world revolution. Right 
now the revolutionary wedge has been 
driven in by a new élite working from 
above—a praetorian guard in every country 
eperating in what Lenin would have called 
“a revolutionary situation”—using the left- 
ist methods of propaganda, violence, and 
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class war, taking advantage of the contra- 
dictions of capitalist economics but for ends 
far removed from the ends of the left. 


We live in a time which may be described 
generally as a time of the breaking of na- 
tions. Even if Hitler can be stopped, the 
day of the nation-state is over. Our gener- 
ation and the next will witness the transi- 
tion from the present nation-state to a new 
form of economic empire-state. We are en- 
tering on an epoch of imperialism in which 
the surviving economies will not be nation- 
al but continental or even hemispheric econ- 
omies. It is not the reaching for national 
economic self-sufficiency but the failure to 
achieve it which has resulted in internation- 
al chaos. It has become impossible in the 
world today to cling to an anarchic and un- 
planned economy and still survive. This 
leads to another revolutionary element— 
the thrust within each national economic 
unit toward centralized economic power, 
state intervention in all the major decisions 
of the industrial structure, in short, toward 
pianning as an economic imperative. 


The dangerous German propaganda is 


Hitler’s propaganda by deed, his demon- 
stration that planning can raise the nation- 
al income and maximize economic effective- 
ness, even though by inhuman methods and 
for inhuman ends. And not the least potent 
factor in the German military campaign 
has been such a coordination of German 
war units as could be achieved only by a 
planned military machine that was part of 
a planned economy. The English under 
Baldwin and Chamberlain were under the 
illusion that they could win the war and 
carry on “business as usual” under the an- 
archic conditions of an unplanned capital- 
ism. They are now hastening to correct 
their error. 


Finally, there has been a psychic revolu- 
tion in the outlook of men and women 
throughout the world. This has proceeded 
from the failure of unplanned capitalism 
to make use of productive capacity or to 
distribute its proceeds so as to provide em- 
ployment and decent living standards. 


To the unemployed, to WPA workers, to 
those living on or just below the margin of 
elementary decency, political democracy and 
civil liberties may well be made to seem 
empty forms. And those who understand 
the irrational depths in men will recognize 
that the tensions and dissatisfactions pro- 
duced by collapsing economies may well be 
exploited for the benefit of political adven- 
turers and the creation of new empires. 


TRUSTS and ESTATES—August 1940 


Seven Defensive Trade Weapons 


1—The embargo power. The power of 
partial or total embargo to the point of 
complete boycott would, in our hands, be 
more powerful than in those of any other 
nation in the world, since we are the world’s 
greatest international consumer. 


2—Close control of monetary transac- 
tions. Needless to say, the power of loan- 
ing money to foreign countries is an im- 
portant weapon. 


The control of monetary transactions 
would include control of remittances from 
the Un‘ted States to persons located in for- 
eign countries. For example, should Italy 
continue default on interest to American 
bondholders, a reprisal open to us would be 
to prevent remittances from this country to 
Italy. 


3—The control of shipping and insur- 
ance. As a large importer we would have 
in our power the direction of imports into 
American bottoms, and the power to com- 
pel insurance on incoming cargo to be writ- 
ten by American companies. Conversely, 
we would be able to prevent imported mer- 
chandise from being carried in vessels of 
any flag against which we would wish to 
institute reprisals. 


4—The power to control tourist traffic. 
Americans are the greatest travelers in the 
world. They spend annually huge sums of 
money abroad and in recent years, with the 
shortages in foreign exchange so preva- 
lent, they have been welcomed with open 
arms. The power to deny access of Amer- 
ican tourists to any selected foreign coun- 
try would have interesting potentialities. 
On the other hand, the expenditures of for- 
eign tourists do not count for much in the 
American international balance sheet. 


5—The power to manipulate tariffs. Par- 
ticularly effective would be the power to 
increase or lower tariffs, for it would not 
be necessary to include other countries ac- 
cording to the principle of the most favored 
nation. 


6—The power to improve the foreign ex- 
change position of other countr‘es. This is 
an unusual power, yet as a great consuming 
nation we would be peculiarly adapted to 
putting it into effect. 


7—The ability to sell gold. This may only 
be considered an asset if gold will still 
be desirable for monetary uses in the future. 


From “We Can Wage a Trade War Too” in 
Barron’s of August 5th. 
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Is Inflation 


HE situation today differs greatly from 
that which caused price inflation in 
the first World War. 

First, the changes in the supply situation 
are obvious. Europe is far better able to 
feed herself today than in 1914. World 
farm production has been outrunning con- 
sumption, and reserve stocks are high. 

Second, the first World War was paid for 
largely by borrowing. We and the Allies 
met from 67 to 83 per cent of the total war 
expenditures from credit. Today, the Eng- 
lish are doing everything they can to re- 
strict civilian consumption and to pay for 
the war as they go. They are diverting 
buying power by heavy taxes and enforced 
savings. 

Finally, today we have abundant unused 
raw resources, many industrial plants idle 
or only partially active, and millions of 
workers looking for jobs. In 1914-15, on the 
contrary, our industrial capacity was pret- 
ty fully utilized. Increased demand today 
will act first to put more men at work and 
increase production. While there may be 
bottlenecks that will stiffen prices in par- 
ticular products, there seems little reason 
why the price level as a whole should rise 
until our manpower and our equipment are 
much more fully utilized. 

Expenditures rose from 1 billion to more 
than 18 billion dollars. Receipts rose from 
about 1 billion to more than 5 billion. The 
difference was covered by borrowing. 


Once we were operating at full capacity, 
since the great outpouring of funds could 
not drive up the quantity of goods pro- 
duced, it drove up the price per unit in- 
stead. That is where our war price infla- 
tion came from. But when great amounts 
of money are borrowed and spent when 
there is great unused capacity, the effect on 
production and prices is entirely different. 

So long as we have millions of men still 
unemployed, and much productive capacity 
unused, neither war demands nor defense 
expenditures are likely to result in any ap- 
preciable price inflation here. With approx- 
imately one-quarter of our industrial work- 
ers unemployed despite heavy deficit ex- 
penditures in recent years, it appears that 
defense expenditures would have to go up 
to many billions per year before they would 
generate either full employment or rising 
prices. 

It would appear that we could finance the 
defense program largely out of borrowing 


Inevitable? 


until real labor shortage and rising prices 
warned that we were approaching full 
capacity. Then, and not till then, would 
be the time to curtail civilian consumption 
through higher taxes or other more direct 
measures. 

The relation is not quite so simple as 
stated. Some forms of taxes (such as direct 
commodity or sales taxes) fall largely on 
persons with low incomes, and reduce ex- 
penditures for consumption to the full ex- 
tent of the tax. Other taxes (such as pro- 
gressive income or inheritance taxes, or ex- 
cess-profit taxes) fall largely on income 
that otherwise would be hoarded in idle 
savings, and so have relatively slight effect 
on consumption. If it were possible to in- 
crease those taxes that fall on hoarded sav- 
ings, without increasing those taxes that 
reduce consumption, this would help finance 
the defense program without checking the 
employment or production generated by it. 

The immediate danger here is not that 
we will produce inflation, but rather that 
our efforts to head off inflation will retard 
recovery and reemployment instead. 


—MORDECAI EZEKIEL, Economic Advisor, 
Department of Agriculture, in July 1940 The Ag- 
ricultural Situation. 
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What of Capitalism? 


If we are inevitably, if disappointedly, 
tending toward a wider distribution of a 
decreasing national wealth, we are also 
tending toward ever increasing uncertain- 
ty as to investments, due not merely to 
taxation but to the increasing tempo of 


life. Everything is combining to undermine 
the possibility of building up a permanent 
estate. 

I do not think we shall see the end of 
capitalism in our day, but the desire and 
incentive to accumulate capital are dimin- 
ishing at the same time that the masses are 
insisting on their right to confiscate it. 

In the past certain highly privileged 
classes, as in the feudal and other ages, 
have rendered services as well as enjoy- 
ed privileges, but when they have ceased 
to do the former they have slowly or sud- 
denly been swept away. There is much 
bunkum talked today of “service” but there 
are still services to be rendered. The new 
masses, however, are likely to sweep away 
those whose services they have ceased to be- 
lieve in—JAMES TRUSLOW ADAMS, in Bar- 
ron’s. 





Facing a New Life 


T will be tragic indeed if, in our preoccu- 

pation with external dangers, we neglect 
to guard against the elements within this 
country that have little sympathy with those 
great basic principles of government and 
economics embodied in the Constitution of 
the United States. Furthermore, we must 
avoid the complacent disregard of econom- 
ic injustice. 

It would be well to remember that Amer- 
ica has grown great, even beyond the un- 
derstanding of the other nations of the 
world, in spite of the evils and maladjust- 
ments that have existed. This suggests that 
there must have been great strength and 
soundness in the basic principles of our eco- 
nomic system, principles that are intended 
to encourage voluntary cooperation by in- 
dividuals who compete in performing ser- 
vices and producing goods desired by their 
fellows. (The perfect competitive-enter- 
prise system would therefore also provide 
an example of perfect voluntary coopera- 
tion, a condition vastly different from so- 
cialism or other systems in which govern- 
ments are given the power to force cooper- 
ation by each individual along the lines 
deemed expedient by the government. Co- 
operation is a popular and respected word, 
but forced cooperation is nothing less than 
slavery.) It also suggests that the flaws so 
disheartening to us are probably the results 
of our own failure to follow those great 
principles to their logical conclusions. By 
fostering strong vested interests of one kind 
or another, we have violated the principles 
that we have pretended to hold most sacred. 

Some of the vested interests we have cre- 
ated are similar to those that have support- 
ed the Fascist dictators of Europe in their 
rise to power. Other vested interests are 
the results of our many attempts to treat 
the symptoms of economic ills, while ignor- 
ing the causes. Most of the latter vested 
interests powerfully reinforce the drive to- 
ward socialism, which is a second road to 
the same dictator-ridden status of servility 
to an all-powerful state. Unless the trend 
away from the competitive-enterprise sys- 
tem is reversed, there will be no point in 
preparing to defend this hemisphere; such 
action would be waging a vain fight for a 
cause already lost. 


France, when Premier Blum was in 
power a few years ago, moved along the 
road toward socialism even more rapidly 
than we have during recent years. Spend- 


ing theories were used to justify the fami- 
liar loss of budget control; a forty-hour 
week was established in many industries, 
and the unions dictated wages and hours 
with the avowed intention of raising the 
standard of living by increasing purchasing 
power. However, when it became apparent 
that war was a possibility to be reckoned 
with, there was a sharp reversal of policy, 
and every effort was made to rehabilitate a 
competitive economic system that had been 
mismanaged much as ours has been during 
the past decade with even more unfortunate 
results. Whether this return to a sane 
course occurred in time still remains to be 
seen. 

We may find that the only assurance of 
safety lies in preparedness as the Swiss 
know it, with every able-bodied man assum- 
ing definite duties in time of war, for which 
he will be forced to prepare in time of peace. 
Our young men must receive training to in- 
still the iron in their souls that will be re- 
quired if they are to stand the stress of war. 
The proper apportionment of our resources 
for this purpose will be a major economic 
problem. 

If we are going to demand so much of 
our young men, we must be sure that the 
rewards offered will seem to be worth the 
effort. This does not refer primarily to op- 
portunities for success in business, although 
that will be an important factor, but to the 
establishment of an economic system that 
will offer the greatest incentives for per- 
sonal development. We must mine our hu- 
man resources and refine all the ‘ore” that 
comes up to a reasonable standard. High- 
er education should be the privilege of every 
young man who can make the grade; we 
can no longer afford to operate many col- 
leges merely as finishing schools for the 
sons of the well-to-do. 

Informed public opinion is the key to this 
problem: There is no use in seeking a ma- 
gician who can pull a national defense rab- 
bit out of a hat. There will be no commen- 
surate gains from permitting the politicians 
to pour money out like water in the naive 
hope that more inflationary billions will 
buy an adequate national defense. This 
problem will never be solved satisfactorily 
until we, the people, have thought it 
through. Then the statesmen will be able 
to lead, and the politicians will bow before 
an aroused public opinion.—June 4, 1940 
Bulletin, American Institute for Economic 
Research. 
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Military Training for Bank Staffs 


T is very difficult for a person who did 

not live through the last war to conceive 
the intensity of the martial spirit of the 
American people at that time. Bank em- 
ployees were among the most energetic and 
responsive to the call to colors. They or- 
ganized a multitude of military units, rifle 
clubs and training corps, handsomely sup- 
ported and in many instances completely 
subsidized by their employers, who encour- 
aged them to enter military or naval train- 
ing. They were permitted time off to re- 
ceive instruction or attend training camps; 
it was not uncommon to see a bank employee 
leave the bank during office hours on the 
way to regular training quarters. In many 
cases enlisted employees were paid their 
full salary or sufficient allowance, which, 
together with their government pay, would 
equal what they were getting when they 
enlisted. 

These conditions played havoe with bank 
managements. Despite their desire to do 
their duty along these lines, they still had 
to preserve the efficiency of their staffs; 
and so this release of so many men con- 
fronted them with a very serious problem. 
There was a scarcity of efficient and ex- 
perienced bank help to keep the machinery 
of banking in good running order, and even 
if bank help were available, it was going 
to be a strain upon their pocket books to 
have to pay the salaries of enlisted employ- 
ees, while their own earnings were being 
reduced by the exigencies of war and heavy 
tax burdens. At the same time a full staff 
had to be carried. The disastrous experi- 
ence of European nations showed bankers 
how necessary it was to keep their machin- 
ery in good running order. 


Some of the larger New York Institutions 
increased the number of their women em- 
ployees and many of them advocated shorter 
banking hours, that precedent having been 
established in London and Paris. In many 
cases women were employed in executive 
positions. One of the largest trust compan- 
ies stated that women were found to be 
more efficient for certain duties than men. 
That institution increased the number of 
its female employees from 35 to 435. 

Despite these problems and difficulties, 
bank officials earnestly endeavored to make 
military service attractive to their employ- 
ees. Many banks announced that they 
would encourage men to enlist by holding 


open their places, and a number of Phila- 
delphia banks and trust companies where 
pension and group insurance systems were 
established, pledged that all benefits under 
such plans would be vouchsafed those who 
enlist or may lose their lives in the service. 

The Mississippi Valley Trust Company 
announced at the time that they would 
store valuables, papers, preserve wills of 
enlisted men and women without charge. In 
case a soldier or navy man should die be- 
fore peace was declared, that bank pledged 
to serve as executor and trustee of his es- 
tate without charge. 

Bank managements wholeheartedly dedi- 
cated their facilities to the government, to 
help in the arduous task of floating a war 
loan. The bankers were fully alive to the 
necessity of keeping their “desks cleared for 
action” in helping to mobilize the economic 
resources of the nation. : 

We find that same spirit beginning to 
manifest itself today. Reaction of employ- 
ers to the pending Burke-Wadsworth bill, 
calling for a compulsory military training 
program, has been admirable. Many ex- 
pressed the sentiment that, should the bill 
pass, and certain of their employees be re- 
quired to enter military training for a year, 
they would hold their jobs open and in some 
cases would even pay part of their salaries 
while in training, to. compensate for the 
comparatively low army wages. The First 
National Bank and Trust Company of Okla- 
homa City announced recently that all em- 
ployees who are members of military units 
would receive full pay during their train- 
ing periods and in addition would receive 
their regular vacations. 

In New York, a sub-committee of the 
Clearing House Association has been set 
up to study and discuss some plan of action 
for the New York banks in the event that 
the Burke-Wadsworth bill becomes law. 


SS 
Perkins Memorial Issue 


The August 1, 1940, issue of Number 
Eight, publication of the National City 
Bank of New York, is dedicated to James 
H. Perkins, late chairman of the board of 
that institution and the City Bank Farmers 
Trust Company. The issue describes, as 
well as phrases can, Perkins the man, as 
well as Perkins the banker. Reading it 
is, in a word, inspirational. 
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Current Reading on War Economy 
BOOK REVIEWS 


Mobilizing Civilian America 


HAROLD J. TOBIN and PERCY W. BIDWELL. 
Council on Foreign Relations. 276 pp. $2.75. 


Just why the Council on Fore‘gn Rela- 
tions should publish the best book that has 
so far crossed this desk on the domestic 
problem of mobilization, is not clear; but 
the book itself is welcome and should be of 
real value to anyone who wishes, or needs, 
to get a clear, square look at what we are 
all up against, together, in this year of 
DISgrace 1940. Professors Tobin and Bid- 
well have done.an excellent job; indeed, 
considering the enormous complexity of 
their task and the scope of their study, a 
remarkable one. It makes practically all 
the sensational efforts which have been re- 
cently rushed into print to catch what their 
publishers hoped would be a market, look 
as cheap as they are. 


The book is in two parts. Part one, much 
the shorter, is a notably concise, simple, 
factual and as far as this reviewer could 
judge impartial review of the actual ex- 
perience of the country in mobilization in 
1917 and 1918, followed by an equally clear 
sketch of the history of mobilization plans 
from 1919 to 1939, and a statement of the 
status of such plans as of the time three 
months (or was it three centuries?) ago 
when Mr. Hitler brought a swift change 
over the spirit of our dream. Part Two is 
a careful, scholarly study of the problem 
as it now exists, under the successive head- 
ings: “Propaganda and Censorship;” “Mob- 
ilization of the Armed Forces;” “Mobiliza- 
tion of Industrial Labor;” “Mobilization of 
Business: Priorities and Commandeering;” 
“The Control of Prices and Profits;” “The 
Economics of Procurement Planning;” and 
“The Plan in Action.” 


One criticism seems fair. The book is 
not actually clearly organized on the scheme 
announced, which would have made Part 
One wholly historical, and Part Two a 
critical review of the present and probable 
future situation. Actually the two elements 
are intermingled, particularly in Part Two, 
which contains a great deal of historical 
data omitted from Part One. One might 
guess that the authors, after completing 
Part One, found this additional data neces- 
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sary to provide a clear background for their 
discussion, and instead of going back and 
revising Part One to include it, took the 
easier course of bringing it in as they took 
up the topics to which it was pertinent. 
This is not, however, thanks to the clear- 
ness with which the book is written, and 
the dependence throughout upon specific 
statements of fact rather than vague gener- 
alizations, a serious objection. 

The text of the Industrial Mobilization 
Plan as it stood in 1939 is given as an ap- 
pendix; there is an index and a good bib- 
liography. Altogether a useful volume. 


a 


Adjusting Your Business To War 


LEO M. CHERNE. The Research Institute of 
America, Inc. 444 pp. plus Appendix. $5.00. 


This book, even more than the one just 
reviewed, seems designed virtually as a desk 
work of reference for the harrassed business 
man who, it seems to be generally believed, 
is going within a few months at most to 
find himself driven well-nigh frantic by all 
manner of unexpected and confusing de- 
mands, commands, admonitions and prohi- 
bitions from all previously known and as 
many more previously unknown arms of 
the all-powerful and all-embracing Govern- 
ment, the ultimate object being, at least in 
theory, to win the war in which by that 
time we will presumably be embarked. 

The impression that this is Mr. Cherne’s 
objective is strengthened by the format, 
which bears more than a superficial re- 
semblance to such peacetime reference 
works as Poor’s Manual of Industrials. Sub- 
heads and sub-subheads abound, and the 
great majority of them appear designed to 
catch the eye of a man seeking helpful in- 
formation by which to guide his conduct 
on the specific point troubling him at the 
moment. 


For example, opening the book at ran- 
dom, you find on two facing pages no less 
than eight such paragraph headings in bold- 
faced type. Three of them are general: one 
“Observation” and two “Recommendations.” 
The others are: “Signals to watch for ris- 
ing money rates;” “Term loans by commer- 
cial banks;” “Business borrowing from the 





Reconstruction Finance Corporation;” “Re- 
quirements imposed by law on Reconstruc- 
tion Finance Corporation loans to business ;” 
and “Terms, conditions and purposes of 
business loans by the Reconstruction Fi- 
nance Corporation.” 

Under each of these is a concise, com- 
pactly organized statement of the facts, as 
to the law, the Government regulations or 
the situation otherwise, comprising exactly 
what a business man might be presumed to 
need to know on that particular point. In 
some other cases, a subhead such as, for ex- 
ample, “Adjusting Labor and Personal 
Problems,” covers a series of pointed ques- 
tions which a business man is going, the 
moment war begins, or even in case of a 
general mobilization without actual war, to 
have to ask himself . . . and promptly find 
the answers to. 


The book bears internal evidence of an 
immense amount of hard work, careful fore- 
thought and planning. It should be of the 
greatest possible value to almost any bus- 
iness executive—subject to only one pro- 
viso. That is, that Congress actually car- 
ries out, in its mobilization and war legis- 
lation, the scheme which Mr. Cherne, no 
doubt on the very best obtainable informa- 
tion, expects it to adopt. But only a few 
alterations in the scheme would be needed 
to make sad hay of his book, and largely 
to destroy its value. It is to be hoped, for 
the sake of the work he and his staff have 
put into it, that this really is the best pos- 
sible mobilization plan and that in that case 
it will be adopted as it stands. 


Se 


German Confiscations of American 
Securities 


PAUL L. WEIDEN. New York University School 
of Law. 41 pp. $1.00. 


This, while no more than a pamphlet— 
one of the series of “Contemporary Law 
Pamphlets” being currently published by 
New York University—deserves wide and 
thoughtful reading among trust officers. It 
deals, in what certainly seems to a com- 
paratively uninformed reviewer to be a 
clear and authoritative manner, with one 
aspect of German totalitarian policy toward 
private property which may well prove of 
increasing importance. For there seems no 
reason to expect that substantially the same 
methods which Mr. Weiden shows have been 
used to expropriate and confiscate the 
American security holdings of German pri- 
vate citizens, will not be used, if or when 
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Mr. Hitler’s financial officers are able, 
against such holdings on the part of Nor- 
wegian, Danish, Dutch, Belgian and French 
citizens . . . or, more important probably 
than all these, of British citizens, if the 
chance ever offers, as it is earnestly to be 
hoped it will not. 

This booklet, that is, is a valuable contri- 
bution to one of the most difficult and im- 
portant questions raised by the present 
world situation: “How far can military con- 
quest really be made effective over property 
holdings in the form of investment secur- 
ities, when the country of origin is not con- 
quered, but the country of the owner has 
been?” 


Mr. Weiden describes simply and inform- 
ally, but with impressive clearness, the suc- 
cessive steps by which Hitler’s Reich grad- 
ually and steadily, beginning with its regis- 
tration law soon after the Nazis came to 
power, tightened its hold on all such foreign 
investment holdings within Germany; the 
expropriation decree which confiscated all 
such holdings of Jewish residents and the 
manner in which the government went to 
work to turn the confiscated property into 
dollar exchange. The ruthless and brutal 
use of intimidation and outright violence, 
culminating too often in a sentence to a con- 
centration camp (which might well be in 
many cases a sentence of death) is made 
all too clear. 


None the less, Mr. Weiden shows that 
under American law, such arbitrary con- 
fiscations need not necessarily be effective, 
since the law of the situs holds; the loss 
wou!d almost certainly be held to be “by 
restraint of princes,” and while in some 
cases no recovery may be possible against 
bona fide purchasers, the burden of proof, 
at the very least, is apt to lie against such. 
In plain terms, any person who buys secur- 
ities against which there is the slightest 
evidence that they came out of Germany 
by confiscation, or even only under duress, 
does so at considerable risk. It is to say 
the least highly doubtful that the Nazi con- 
quest can be made even thus far effective 
in America, short of its extension to our 
shores. 


eS 
Defense For America 


WILLIAM ALLEN 
MacMillan Company. 


WHITE and 
225 pp. $1.00. 


others. The 


Mr. White is a Kansan, as everybody 
knows; but he is no isolationist; indeed he 
has been the leader and spark-plug of the 
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“Defend America By Aiding The Allies” 
(now, alas, become “Defend America By 
Aiding England”) movement. In this book 
he and thirteen of his variously distin- 
guished confreres tell us what they feel is 
the need of the hour for America, and why 
they feel that way. The book also includes 
a series of excerpts from speeches of Presi- 
dent Roosevelt which, when thus threaded 
together, give an even more alarming pic- 
ture of our national situation and of the 
policy of our government, than any of -the 
individual addresses from which they were 
gleaned. 


One of the most interesting features of 
the book is the variety in reasons, or courses 
of reasoning, by which the individual con- 
tributors have reached what amounts to a 
common conclusion ... that America must 
arm to the teeth. The result is perhaps 
more impressive as a flashlight view of 
American public opinion—or at least of an 
informed and highly articulate section of it 
—than in its contribution to our informa- 
tion. We knew already that the situation 
is pretty serious; and perhaps this is what 
we ought to do about it. If majority opin- 
ion feels that it is, that in itself means a 
great deal for our future course. 


—_——_o-—___—_ 





German Economy 1870-1940 


GUSTAV STOLPER. Reynal & Hitchcock. 274 
pp. $3.00. 


This book comes very near being “re- 
quired reading” for any man whose respon- 
sibilities call for a genuinely thorough-go- 
ing knowledge of the world’s No. 1 problem 
—the problem of Nazi Germany. Written 
by a distinguished German economist, a vol- 
untary exile from Hitler’s Reich, now an 
American citizen of some years standing, 
it is a clear and remarkably objective his- 
tory of the entire economic background of 
National Socialist totalitarianism. The 
book should be particularly valuable to 
American economists because of its elucida- 
tion of three factors which most people on 
this side of the Atlantic do not fully appre- 
ciate—first the essential continuity in Ger- 
man politic-economic ideas, by which Hitler 
really is in some respects the heir of Bis- 
marck; second the characteristic prevalence 
of “Statism” in the German social structure 
(Germany, as he shows, virtually never 
went through the stage of “free capitalism” 
experienced by Great Britain, France, and 
America) and third, the fact that violent 
extremism in political and economic action 
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has always been to at least some degree a 
German characteristic. 


The fact that we, and the world, are not 
merely dealing with a “madman,” but with 
a remarkable, fanatically serious and terri- 
fyingly capable people, who have attained 
their present intensity of belief and purpose 
by a long-continued process of historic de- 
velopment, is still only beginning to dawn 
on most Americans. This book ought to 
bring more of us up into broad daylight, 
however little we’ll like what we see in it. 

At the same time, it is encouraging to find 
Dr. Stolper neither defeatist nor pessimist, 
as a few quotations from his preface will 
show. “Germany,” he says, “entered the 
war with a tired and unenthusiastic popula- 
tion and an industry operating at capacity 
limit. That will be felt ever more intense- 
ly the longer the war lasts. All the... 
perfection of the German war machine can- 
not compensate for that weakness unless 
the ‘Blitzkrieg’ technique succeeds. On the 
success or failure of this technique the fate 
of our world depends . . . If it were a ques- 
tion of only the food conditions of Ger- 
many, Hitler would not be under the desper- 
ate pressure in which he apparently acts. 
There must be more compelling weaknesses 
in the whole economic setup on which he 
depends.” 
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Government and Economic Life 


LEVERETT S. LYON and others. The Brookings 
Institution. 1292 pp. $6.00. 


Just how much we all owe to The Brook- 
ings Institution—or would owe if we all 
gave its remarkable and unique published 
studies the thorough and attentive perusal 
they deserve—it is even yet impossible to 
say. But with each new volume that emer- 
ges from that place of impartial investiga- 
tion, clear analysis and calm exposition, our 
debt plainly becomes greater. 

It may be a rash statement; but there 
certainly seems strong probability that the 
two volumes here under review may prove, 
if ever the final score is set down, the most 
important single contribution of the Brook- 
ings staff to that clear and informed think- 
ing which can alone bring America through 
this world crisis. Space limitations here do 
not permit anything even faintly approach- 
ing justice to be done to a work which has 
so obviously required the labors of so many 
competent scholars for so long a period; 
nor has it been possible for the reviewer, 
as yet, to do much more than hurriedly to 








explore the wealth of factual information 
so orderly arrayed. 

Enough investigation of the two volumes 
has been made, for all that, to produce en- 
couraging evidence that the authors have 
gone far to make good their promise “to 
analyze the relationship of government to 
economic life as a whole in terms of funda- 
mental economic and social functions and 
fundamental government activities.” Vol- 
ume I is in the main a sweeping review of 
the general problem of the inter-relation- 
ships of government and private enterprise; 
Volume II presents specific (and highly per- 
tinent) studies of the history and present 
situation of governmental influence upon, 
or interference with, private enterprise in 
the specific fields of foreign commerce, pub- 
lic utilities, transportation, agriculture, 
bituminous coal, petroleum and natural gas, 
and foods and drugs; and also studies on 
the “horizontal” (in the sense that those 
first mentioned were “vertical”’) effects of 
such specific government efforts as the 
N.R.A. and past, present and proposed war 
measures. There is also a thorough exposi- 
tion of direct governmental production ac- 
tivities in competition with private enter- 
prise. Altogether a piece of work without 


which no trust department library will be 
complete. 


———0 


When War Comes—What Will Hap- 
pen and What to Do 


ELMER WALZER and others. Greystone Press, 
New York; 272 pps. $2.25. 


A foretaste of total war organization of 
human, material and capital resources, as 
it would affect the daily lives and fortunes 
of Americans should the United States be 
drawn into the war, is given in this frank 
discussion by five able observers—all news- 
papermen. Brought together by Larry 
Nixon, the views seem sensational, yet are 
often based on definite facts or trends, as of 
government mobilization plans, object les- 
sons from the World War or shifts in power 
from individual to political hands. De- 
scriptions of conscriptive or restrictive con- 
trols over property (both income and capi- 
tal) of individuals and corporations, over 
private business of various types, over jobs 
and even civilian consumption and activity, 
do not make pleasant reading for a free 
people, but the precautions are far better 
than wishful thinking. 


The author in each sphere tries to ap- 
praise the costs not only in-current labor, 
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but of past savings and investment and of 
future liberties and cite, for example that 
while we went into the last war with only 
7% of our income taxed and a small debt, 
we would go into one today with over 23% 
in tax take and a huge government mort- 
gage on capital spelling more taxes and in- 
flation to carry the war load. There are 
some real looks behind the scenes of fed- 
eral planning, propaganda and _ control 
reaching into every home, and business, 
some of which have amazing similarity to 
totalitarian methods. But there appears 
an underlying assumption that the war will 
be long and all-devastating (whether we 
are in or not), and the changes or controls 
enduring and without mitigating forces. 

Pointing to the difficulties that beset the 
average person in protecting his property 
and savings, and yet the officially recog- 
nized need of open and stable markets, (if 
capitalism is to be maintained) one may 
conclude that there is a real and useful job 
which professional fiduciaries can do—given 
the initiative—to spread the risk and also 
make investment money most effective, 
Anent the parenthetical comment or alarms 
over socialism, the authors suggest that war 
deflates the radical. This reviewer humbly 
suggests that it also inflates the political 
and if the cost is not met by sufficient extra 
work contemporarily, the bill will be paid 
in the alternative method noted in the last 
chapter: by inflation and explosion of gov- 
ernmental form. 

ee 

M-Day. 


DONALD EDWARD KEYHOE. Dutton. 

$1.00. 

An attempt to do, much more popularly— 
not to say superficially and sensationally— 
virtually the same job undertaken much 
more thoroughly by Mr. Cherne’s book, al- 
ready reviewed. Considerably more facts, 
and considerably less—and less frenzied— 
rhetoric, would have produced a better job. 


—$—$ 


Webb Miller, United Press War corre- 
spondent who was killed on May 7 when 
he stepped from the platform of a moving 
train in England during a blackout, left his 
estate valued at “more than $10,000,” to his 
wife, whom he named sole executrix of his 
will. Mr. Miller was- correspondent in the 
Italo-Ethiopian War, the Spanish Civil War 
and the Russo-Finnish War. He was the 
only man to witness the abdication of King 
Edward VIII, the marriage of the Duke of 
Windsor and the coronation of Kirg 
George VI. 


95 pp. 
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A serious and earnest attempt at anal- 
ysis of the reasons for economic and there- 
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The Cost of the World War to the 
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Economic Problems of the Next War 
PAUL EINZIG. MacMillan (London). 146 pp. 
(Price not given.) 

Good reading for any who still believe 

“everything is going to come out all right.” 


The H. W.° 
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The painful contrast between Prof. Einzig’s 
optimistic assurances of a little over a year 
ago and the current headlines should have 
a salutary effect. 


The Economics of Inflation 

H. PARKER WILLIS and JOHN M. CHAPMAN. 

Columbia University Press. 430 pp. $4.50. 

A symposium of views developed in a 
Columbia research seminar. Contains much 
valuable statistical analysis and suggestive 
thinking. 


Financial Questions in United States 
Foreign Policy 
JAMES W. GANTENBEIN. Columbia Univer- 
sity Press. 237 pp. $3.25. 
Good presentation of fundamentals on 
governmental exchange policy, inter-govern- 


mental debts, foreign security investments 
&e. 


France and Munich 
ALEXANDER WERTH. Harper’s. 447 pp. $3.50. 


Valuable contribution to understanding of 
France’s collapse. 


Free Trade and Peace 

LOUIS BAUDIN. League of Nations. 

75e. 

Sound, scholarly within its brief limits, 
and a useful contributor to clear thinking 
on the post-war problem. 


87 pp. 


Government Price Policy in the 
United States During the World 
War 
HERBERT STEIN. Williams 
(Price Not Given.) 

A prize essay worth reading. Contains 
much valuable statistical data in compact, 
convenient form. 


College. 126 pp. 


Politics, Finance, and Consequences 
CHARLES J. BULLOCK. Harvard University 
Press. 201 pp. $2.50. 

A study of the fiscal policies of ancient 
empires which has considerable uncom- 
fortable significance for modern empires 
which are repeating those ancient empires’ 
mistakes. 


Studies in the Theory of Money and 
Capital 
ERIK LINDAHL. Farrar & Rinehart. 
$3.50. 


391 pp. 


One of the ablest economists of perhaps 
the most successful national economy in 
Europe presents his views. No real stu- 
dent of money problems can afford to over- 
look them. 
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The Revolt of the Masses 


JOSE ORTEGA Y GASSET. W. W. Norton & 
Co. 204 pp. $2.75. 


A modern classic. Essential to real un- 


derstanding of the psychological side of 
the present world revolution. 


The Twenty Years’ Crisis 

EDWARD HALLETT CARR. MacMillan. 313 pp. 

$3.00. 

A more cold-blooded and indeed cynical 
analysis of the events leading up to the war, 
than those of Wolfers and Rappard already 
mentioned. Perhaps a useful corrective to 
wishful thinking. 


The Economic Birth of War 


HE present crisis arose directly out of 

the depression which started in 1929. 
Both Americans and Europeans were lull- 
ed into a false sense of security by the 
“New Era” of the 1920s. Nowhere in the 
world was there a satisfactory economic 
balance. The temporary prosperity of the 
decade was possible only because of the 
reckless extension of credits without meas- 
ures which would make it possible for deb- 
tors to honor their obligations. 

The world-wide depression of the last 
ten years came upon a world which had 
failed to appreciate and to correct the dis- 
locations arising out of the war that ended 
in 1918. The actual destruction of the war 
had largely been cared for but the disloca- 
tions had not. Trade channels and markets 
had not been developed. Huge debts, public 
and private, domestic and foreign, were not 
being paid and could not be paid, but were 
still “on the books” and even growing. 


A little more than one hundred years ago 
economic and political life were under strain 
as they are today. The Industrial Revolu- 
tion had advanced to a point where busi- 
ness could not function in its general in- 
stitutional setting, hampered by a political 
organization narrowly controlled and by 
government dominance over business ac- 
tivity. The American Revolution, the 
French Revolution and the Napoleonic Wars 
were the outward and tragic expressions 
of the political and economic transforma- 
tions that were occurring. 


When the struggle was over two impor- 
tant changes were evident. One was the 
appearance of a wider political base: the 
franchise was extended. Political power 
had shifted more definitely to the bourge- 
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War Costs and Their Financing 
ERNEST L. BOGART. Appleton. 420 pp. $8.00. 
What the best economic thought was on 

this subject before Dr. Schacht really began 

to show what could be done. Useful back- 
ground material regarding the fundamen- 
tals. 


The War Period of American Fi- 


nance. 

ALEXANDER DANA NOYES. Putnam. 

(Price not given.) 

A sound and useful detailed history of 
the financing of the First World War by 
America, by the financial editor of the 
N. Y. Times. 


437 pp. 


oisie and became further extended to most 
adults in most countries of the Western 
world. The second change was a lessening 
of government restrictions upon business 
—the acceptance of laissez-faire; reduction 
in protective tariffs; greater freedom of 
international trade. 

Again the world is attempting to adapt 
its political and economic organizations to 
a new technology. It is impossible to under- 
stand the impact of the present war upon 
our economy without a realization that 
there has been a “second industrial revolu- 
tion” (or a continuance of the old one). 


As social life became more complex, in- 
dividualism gave way. Human beings could 
do less and less by acting independently of 
each other. Partnerships, corporations and 
the modern great holding companies ap- 
peared and in many fields the individual 
enterpriser vanished. More and more ac- 
tivities were entrusted to governments 
whose functions grew both extensively and 
intenstively. Separate monetary and bank- 
ing systems, separate and highly special- 
ized systems of taxation, factory inspection, 
pure food laws, wage and hour laws grew 
in number and in thoroughness of applica- 
tion. There was a powerful tendency for 
each national area to become separately or- 
ganized and to develop its own interests 
distinct from the others, and to a high de- 
gree in actual opposition to them. 

The world is confronted by an economic 
dilemma: an interdependence which calls 
for freedom of economic intercourse but a 
political organization that has divided the 
earth into economic compartments. 


Ernest Minor Patterson 
Prof. of Economics, University of 
Pennsylvania before Institute of 
Public Affairs—June 1940. 





“The End of Living” 


FRANKLIN B. KIRKBRIDE 


S nation after na- 

tion succumbs to 

the aggressor, as might 

for the moment is in 

the ascendant and right 

appears to be in tem- 

porary eclipse, as the 

amenities of living dis- 

appear in so many 

parts of the world and 

life itself becomes just 

a pawn with the State supreme, human 

rights going into the discard, two sen- 

tences written by Lin Yutang, the Chin- 
ese philosopher, ring in my ears: 


It is neither the machine nor war that 
is destroying modern civilization but the 
tendency to surrender the rights of the 
individual to the State which is such a 
powerful factor in contemporary think- 
ing. 

More than ever I believe that the 
Great Vagabond who proudly refuses 
to give up an inch of his liberties will 
be the savior of the world. 


Here, in these United States, aloof 
from combat, yet susceptible to every 
impact of war, it behooves each and 
every loyal American to think back to 
fundamentals, to be guided by reason, 
rather than by emotion. 


The founding fathers sought these 
shores to escape from tyranny, they 
faced gladly the hardships and depriva- 
tions of the new world to which they 
had come in search of freedom. To them 
the new world was a symbol as well as 
a haven of refuge. -Freedom of con- 
science, freedom of worship, freedom of 
action was their goal. They were not 
perfect; there are chapters in early 
colonial history about which the less said 
the better. Yet when the crucial test 
came the colonists were ready to sacri- 
fice every cherished possession, life it- 
self, for the preservation of an ideal. 


The Declaration of Independence 
and the war of independence brought 


forth the Constitution and Bill of Rights. 
They are the charter of our liberty as a 
nation. The Civil War settled once and 
for all the fact that there could be no 
such thing as secession, that this nation 
cannot exist part slave and part free. 


Read the words of the late John W. 
Burgess, Professor of Political Science 
and Constitutional Law in Columbia Uni- 
versity, spoken first in Cologne and 
again at Berlin in the presence of the 
German Emperor and his court, on 
March 3, 1907: 


It is usually considered in Europe that 
a republic is simply a form of govern- 
ment in which the posts and offices are 
filled by election. But the republic of 
Uncle Sam is something more than this, 
something quite different in certain very 
vital respects. It is a system of govern- 
ment which, besides elective tenures and 
limited terms, rests upon the sovereignty 
of the people organized behind it and 
through a written constitution placing 
it under clearly defined restrictions. Un- 
cle Sam’s conception of freedom is an 
ample realm of individual immunity 
against all governmental power. Now, 
how is this conception to be realized 
without resulting in anarchy? There is 
only one way, namely, through the de- 
velopment of a strict and common moral- 
ity individually and pervading the whole 
society, so that all men voluntarily act 
rightly and justly. Strict customary 
morality or the almighty police is the 
alternative. 


This liberty of the individual implies 
something more than rugged individual- 


ism. It assumes serious obligations, 
adherence to fixed principles of right 
and wrong, belief and action according 
to a rule of conduct, exemplified best by 
the Golden Rule. 


Isolation is no longer possible. En- 
tangling alliances are to be avoided at 
all costs, yet the phrase takes on new 
meaning as distance disappears and com- 
munication becomes instantaneous. 
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Preservation of the status quo is not 
necessarily the wisest course. Even a 
written constitution can be so elastic in 
its application to the changing scene 
that, while it safeguards fundamental 
rights and liberties, every advance in 
civilization can be incorporated within 
its framework and made part of a better 
way of living. Our two party system 
of representative democratic government 
has stood the test of over one hundred 
and fifty years. 


Unless and until we, of our own ac- 
cord, become flabby, corrupt and con- 
tented and of our own volition renounce 
the heritage that has been vouchsafed 
us, no force from without can destroy 
this nation. We are the happy posses- 
sors of a land of plenty, with vast nat- 
ural resources. Aggression is abhorrent 
to our philosophy, yet we are not unmind- 
ful that force has at times shaped our 
boundaries. 


Today the sovereign American citizen, 
each and every one of us, faces heavy 
responsibility. Having set up our gov- 
ernment and delegated to it powers that 
are to be exercised for the common 
good, we must support it wholehearted- 
ly. While we recognize the power to 
tax is the power to destroy, we must 
face use of wealth and of man power to 
whatever extent is necessary to defend 
our nation. 


It is for us, by example and precept 
to set a shining example to a warring 


world. In industry, wealth, invention, 
productivity we lead and surpass the 
world. Our strength, used mightily for 
the right, is invincible if the same sac- 
rifices and devotion to our ideals drive 
us forward to assure the blessings we 
enjoy to future generations. 


Invested wealth, its beneficiaries and 
all those concerned in its management 
and use have a heavy responsibility, for 
leadership implies developing the best 
in the life of this nation, creating a 
spirit of solidarity that can face every 
hardship so that freedom shall not perish 
from the earth. 
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Resources and Resourcefulness 


There are two ways of taking care of 
a country’s deficiencies. One is acquisi- 
tion of empires; the other is efficient use- 
ful work and scientific application of 
ability. 

Portugal has a considerable empire, 
over twenty times the area of Portugal 
proper. It is located on the Atlantic 
with free access to ocean trade, has two 
hundred inhabitants per square mile—yet 
is miserably poor. Holland had a rich 
empire. But Denmark, above it in gen- 
eral standards of living, had none. “Have 
not” Germany is several notches above 
empire blessed France. Incidentally, Fin- 
land, very much lower in its score than 
Germany, can afford to pay its debts. 

Everyone has heard of the enormous 
resources of the Soviet Union, but look 
at the terrible living standard in that 
country! As against that, take “poor” 
countries like Switzerland or Denmark. 
China is big and rich, yet it is in Sweden 
and Germany that people live well—or 
did until Hitler took over. 

Germany, now supposedly poor and 
“have not,” has long led the world in 
many an industry and was among the 
leading in numerous others. The Germans 
out-manufactured, out-sold, out-traveled, 
and out-lived (as far as standard of liv- 
ing) many another nation. 

It has been pointed out many times 
that several small European states, poorly 
endowed by Providence, reached remark- 
able heights in the standard of living. 


In recent years the German standard 
of living dropped considerably. But that 
exactly proves the point. There was no 
cutting off of her “empire” nor any run- 
ning out of resources in the early 1930's 
that made her living standard go down so 
precipitously. Germany began to spend 
her scientific and technical energy on 
cannon, monster tanks, mines, innumer- 
able planes and on keeping millions of 
men drilling, maneuvering, parading, in- 
stead of for productive purposes to bene- 
fit the populace. 


If the past be any criterion, Germany 
achieved its position almost exclusively 
through progressive and scientific work 
management. She never had an empire 
worth exploiting. If anything, the little 
colonial empire she owned was a drain. 

It is not a question of resources alone 
but resourcefulness. 


From “Not For Bread Alone’ by Allen Borden, 
in Future Magazine for August. 





Nation-Wide Trust Problems Discussed 


Pacific Coast & Rocky Mountain States Trust 


Conference Hears Authorities on Taxes, 


Investments and Public Relations 


Convention Sponsored by Trust Division, American Bankers Association 


ITING disclosures of Nazi intents 
to impose their economy on the 
world, Roland E. Clark, president of 
the Trust Division, urged vigilance in 
the defense of our democracy as a duty 
of fiduciaries, remarking: “We trust 
men are under as great obligation as 
are any other group of citizens to give 
keen thought to these problems. We can- 
not throw a mantle of isolation around 
ourselves and blithely go about our 
chosen business unmindful of these grave 
world events. Our work is closely in- 
terwoven in the economic pattern of na- 
tional and international commerce and 
intimately affected by political and social 
influences.” Mr. Clark pointed out that 
trust men must still devote considera- 
tion to solution of the dif- 
ficulties peculiar to fidu- 
ciary business. To this end, 
the Trust Division has been 
directing attention along 
three main fronts of co- 
operative activity among 
local groups, administered 
under Division committees. 
Thus Mr. Clark keynoted 
the 18th Pacifiic Coast 
& Rocky Mountain States 
Trust Conference, held 
August 15-17 in Salt Lake 
City, Utah. 

Passing the matter of re- 
lations with life underwrit- 
ers, more fully discussed by 
another speaker, Mr. Clark, 
who is vice president of 


Vice President, 
Trust Co., 


JOHN M. WALLACE 
Walker Bank & 

Salt Lake City. 

General Conference Chairman. 
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the National Bank of Commerce of 
Portland, Me., mentioned the work of the 
Committee on Fiduciary Legislation in 
the movement, sponsored by Professor 
George G. Bogert of Chicago, looking 
toward improvement in the law, on a 
national scale but through local bodies 
tied in with their respective associa- 
tions. Specifically, the Committee has 
prepared a model statute totally exempt- 
ing from state taxation the transfer of 
intangibles of non-resident decedents. 
As previously reported, Louisiana is the 
first state to adopt a law based on the 
model. 


Considered by Mr. Clark “an histor- 
ical event in the annals of the coopera- 
tive relations between the American Bar 
Association and the Trust 
Division, the recently form- 
ed National Conference 
Group of these two bodies 
is engaged in compiling 
declarations of principles 
by trust institutions and 
local and state bar associa- 
tions, which will be an- 
alyzed by the group at its 
meeting in Philadelphia 
next month. 

A Statement of Policies 
for the Acceptance of Trust 
Business, prepared by the 
Committee on Trust Poli- 
cies, will probably be adopt- 
ed by the Executive Com- 
mittee at the annual meet- 
ing next month, Mr. Clark 
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stated. Results of the Committee’s latest 
study on the subject of compensation for 
various types of trust accounts may be 
published after they have been further 
analyzed. 

According to Mr. Clark, the Trust 
Division has taken no affirmative action 
with regard to the ruling of the Treas- 
ury Department some months ago pro- 
hibiting further purchases of United 
States Savings Bonds by fiduciaries, 
since the Division was advised that “it 
would be useless to approach the Depart- 
ment at this time for a retraction of its 
ruling.” Other matters to which he ad- 
verted were the Roper Public Opinion 
Survey, the New Guide to Trust Fees, 
and the recently appointed committees 
on Operations for Trust Departments, 
and Trust Department Personnel Nomen- 
clature. 

In concluding, Mr. Clark urged the 
five of the eleven states in the Confer- 
ence area (Idaho, Montana, New Mex- 
ico, Nevada, and Wyoming) which do 
not have state trust divisions or asso- 
ciations, to organize such groups, or at 
least to consider the appointment of a 
trust committee by the State Bankers 
Association, to provide coordinating 
facilities both locally and with the na- 
tional organization. 


Cost Studies 


EFERRING to the results of East- 

ern trust cost studies, Henry A. 
Theis, vice president of the Guaranty 
Trust Company of New York, urged the 
appointment by conference members of 
committees to consider the advisability 
of making similar studies in their insti- 
tutions. Mr. Theis, who is chairman of 
the Trust Division’s Committee on Costs 
and Charges, pointed out that, while 
there may be other cost systems equally 
as sound, the Division’s method would 
make possible the comparison of results 
in the same or different localities. 

In Wilmington, Del., and Baltimore, 
cost analysis has led to higher fees, in 
the former instance by agreement among 
the four institutions studied, in the lat- 
ter by legislation. In consequence of the 
state-wide surveys in New York, a bill 
modernizing the statutory fee schedules 
was presented to the 1940 legislature, 
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but failed to pass because of “opposition 
from uninformed sources,” declared Mr. 
Theis. The state-wide Pennsylvania 
study has offered proof, additional to that 
obtained in the Baltimore and New York 
instances, of the soundness of the A. B. 
A.’s system. Since personal trust fees 
in Pennsylvania are fixed by the courts 
on application of the trustees, it is hoped 
that the judges will allow higher fees on 
the basis .of the information gleaned 
from the cost analyses. For the present, 
no legislative action is contemplated, Mr. 
Theis reported. 

With regard to the 1940 “Guide to 
Trust Fees” prepared by the A.B.A., 
Mr. Theis discussed the new schedule of 
corporate trust fees, necessitated by the 
Trust Indenture Act of 1939, and the 
procedure recommended for the analysis 
of an individual trust account, included 
for the first time. The corporate trust 
schedule is intended merely as a guide 
because the circumstances surrounding 
the administration of such business vary 
throughout the country. Although some 
indentures are not covered by the Act, it 
is suggested that the same fees should 
apply in most exempt cases. 


In concluding, Mr. Theis recommended 
retaining a qualified certified accountant 
and placing in his hands copies of the 
Trust Division’s cost system, the New 
York and Pennsylvania reports, and W. 
Elbridge Brown’s comments on the lat- 
ter, as published in the April 1940 Trust 
Bulletin (and February 1940 Trusts and 
Estates). His committee would answer 
further questions. 


Citizen’s Interest in Trust 
Compensation 


N the assumption that, “in our econ- 

omy and society, trust business is a 
necessity, not a luxury,*. . . trust com- 
pensation is scarcely less the business” 
of the citizen who is neither stockholder, 
director, officer, or employee of a trust 
institution, or the creator or benefici- 
aries of a trust, than of him who is, 
declared Gilbert T. Stephenson, direc- 
tor of trust research, The Graduate 
School of Banking, A.B.A. Every such 


*See “Is Trust Business a ‘Luxury ?’”’ by Steph- 
enson, May 1938 Trust Companies. 
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citizen, explained Mr. Stephenson, has 
a stake in the 


(1) SAFETY OF TRUST INSTITU- 
TIONS, because anything that jeopar- 
dizes the solvency of any business enter- 
prise in his midst is directly or indirect- 
ly harmful to him—the insolvency of a 
trust institution would weaken the econ- 
omic structure of the community as a 
whole; 

(2) DIRECT PROFITABLENESS 
OF TRUST BUSINESS, because other- 
wise it would constitute a steady drain 
on its associate (where the case may be) 
—banking; every citizen is concerned in 
some way with banking; 

(3) QUALITY OF TRUST SERVICE, 
because ‘“‘the trust institution which, 
through lack of competent staff or ade- 
quate equipment, fails to conserve prin- 
cipal and produce reasonable income, in 
some measure lowers the standard of 
living of the whole community ;” 


(4) ACCESSIBILITY OF TRUST 
SERVICE, because, while the geographic 
field for trust service is not saturated, 
people will not invest their money in 
trust institutions unless there is reason- 
able prospect of a fair return; and 


(5) AVAILABILITY OF TRUST 
SERVICE, because, if trust service is 
to be extended to all who need it— 
whether of small or large means—and 
if the common trust fund is the medium 
fer doing so, existing business must be 
made profitable before any pioneering 
in this field can be expected. 

The citizen’s attitude toward trust 
compensation, continued Mr. Stephen- 
son, is revealed in his 


UNFAMILIARITY WITH TRUST 
COMPENSATION—hbases, sources, etc., 
—due largely to the inept terminology 
used by trust institutions, speaking of 
acceptance, withdrawal, distribution, 
etc., fees, as if the charge were for the 
act itself, rather than, as is the case, 
for the services rendered in connection 
therewith; and due also to their reti- 
cence about explaining the facts concern- 
ing compensation; 

WILLINGNESS TO PAY REASON- 
ABLY, a fact brought to light in con- 
nection with raising substandard to 
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standard compensation in existing ac- 
counts, and similar efforts; and 


REQUIREMENTS IN FIXING COM- 
PENSATION, which are that the trust 
institution shall know what is reason- 
able, and explain it on the basis of the 
cost, responsibility, and margin of profit; 
that compensation for similar service 
shall be substantially the same through- 
out the trade-area; and that the sche- 
dules be applied uniformly and impar- 
tially to all customers. 


“The response of trust institutions to 
the citizen’s attitude toward trust com- 
pensation seems to call,” Mr. Stephen- 
son concluded, for (1) ascertainment of 
its costs, (2) working out of uniform 
schedules based upon those costs, (3) 
provision for additional compensation 
for special service, (4) application of 
schedules in force at time service is ren- 
dered, and (5) a published statement 
about trust compensation,” for example, 
as in the official pamphlets of the Phoe- 
nix State Bank & Trust Company, Hart- 
ford (see November 1939 Trusts and Es- 
tates), and International Trust Com- 
pany of Denver.* 


Fiduciary Taxation 


ITH the costly armament program 

bringing higher taxes, the necess- 
ity for extreme care in planning estates 
and trusts has become more acute. A. 
Calder Mackay, of the law firm of Mack- 
ay, McGregor & Reynolds, Los Angeles, 
presented a learned analysis of the past 


year’s major decisions on taxes affecting 


*See item on page 224. 
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fiduciaries, and offered constructive sug- 
gestions for legally avoiding costly pit- 
falls. 

In Kenan v. Commr., 40 B.T.A. 823, 
trustees of a large estate, who were 
authorized to pay the principal in cash 
or marketable securities, did both, and 
the Board upheld a tax on the trustee 
on the difference between the cost basis 
to the trustee and the fair market value 
at distribution, on the ground that the 
distribution was equivalent to “a sale 
or other distribution.” If the trustee 
had been directed to distribute securi- 
ties, no taxable profit would have been 
realized by payment of the legacy, Mr. 
Mackay declared. 

In drafting wills disposing of large 
estates, Mr. Mackay suggested consider- 
ation of establishing several testamen- 
tary trusts, with current distribution 
of income to them, thus bringing the 
income during probate administration 
into lower brackets. This procedure was 
recently approved in Estate of Ida A. 
White, 41 B.T.A. 525. 

To avoid the result of the Hallock case, 


the speaker urged consideration of the 
relinquishment of possibilities of rever- 
ter or reversions in existing trust instru- 
ments, not unmindful, however, of the 


possible application of gift taxes. Be- 
cause of the effect of this decision on 
insurance proceeds under policies in 
which the insured provides for payment 
to his estate in the event of his survi- 
ving the beneficiary (as illustrated in 
the now famous Bailey case), Mr. Mack- 
ay queried whether it were not “better 
to have those proceeds go tax free to 
some beneficiary who can loan the es- 
tate sufficient money to pay taxes,” 
thus eliminating the need for selling 
securities at sacrificial prices. The in- 
surance trust was also mentioned as a 
solution. 


Notwithstanding the basis of the final 
decision in the Bailey case, Mr. Mackay 
cautioned that the first opinion should 
not be forgotten since it contains lan- 
guage which indicates that, the Sup- 
reme Court being in its present liberal 
state of mind, the mere fact that the 
decedent has “taken out” the policy 
“upon his own life” will render it tax- 
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able. Wherever possible, the insurance 
should be taken out by some one else, 
Mr. Mackay said. 


The Sanford and Humphreys decisions, 
on the matter of when a gift in trust, 
in which certain powers are reserved, 
is taxable, would seem to have led to 
the conclusions that the income of a 
trust is taxable to the donor so long as 
the reserved power to change the bene- 
ficiaries continues, and that the receipt 
of such income by the beneficiary gives 
rise to a taxable gift from the trustor, 
remarked Mr. Mackay. But, he point- 
ed out, two decisions have answered 
negatively on both propositions (Ells- 
worth R. Buck, 41 B. T. A. No. 15; Es- 
tate of Giles W. Mead, 41 B. T. A. No. 
63). The Supreme Court may eventu- 
ally rule on these issues. The practical 
suggestion from the speaker was that 
files should be checked to ascertain the 
existence of claims for refund. 


With regard to the effects of the Clif- 
ford case, it was suggested that, where 
practicable, someone other than the 
grantor should act as trustee—prefer- 
ably a corporate fiduciary—and partic- 
ularly where a member of the grantor’s 
immediate family is a beneficiary, he 
should not retain management powers. 

Mr. Mackay’s recommendation in con- 
nection with Curry v. McCanless and 
Graves v. Elliott is that “it behooves 
grantors to select the state whose laws 
are most favorable to the taxation of 
intangibles . (and) to establish a 
domicile that can be proven after death, 
thus avoiding double domicile for tax 
purposes.” 

Because of the unsettled state of the 
law on the Commissioner’s ruling that, 
where an executor elects to value the 
estate as of one year after decedent’s 
death, income accrued between the two 
dates should be included in the estate, 
Mr. Mackay suggested that executors 
take into consideration the income of 
the estate before making the election. 
He reiterated the importance of check- 
ing for refund possibilities, in this con- 
nection. 

The increasing severity and complex- 
ity of taxes heightens the opportunity 
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for fiduciary service, he concluded. 
“Men who have saved for their poster- 
ity will look to you and the legal pro- 
fession for guidance not to evade taxes 
but to save taxes. The proper plan- 
ning of estates has none of the ele- 
ments of, tax evasion. A tax that is not 
due cannot be evaded. Your duties 
should extend to improvements in the 
basic laws. It is not enough to decry 
the burdens of taxation. As long as 
we permit the governments, state and 
Federal, to accept the responsibility of 
complete control over our economy the 
heavy tax burdens will be with us. An 
alert and intelligent citizenry, led by 
men of your caliber, can do much to 
assist in preserving the opportunity of 
passing on to our loved ones the fruit 
of our labors.” 


[For another excellent analysis of re- 
cent fiduciary tax decisions, see the 
articles by Walter E. Barton in June and 
July Trusts and Estates. The McCan- 
less and Elliott cases are discussed by 
Browne & Craven in June 1939 Trusts 
and Estates. ] 


Investment of Endowment Funds 


STATISTICAL analysis of invest- 

ment policies for leading endow- 
ment funds in the country was pre- 
sented by Edward C. Barrett, compt- 
roller of the California Institute of 
Technology, Pasadena. Since income is 
unusually important for such funds, 
and because of the devaluation of the 
dollar and the continuing fall in inter- 
est rates, managers of these funds have 
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been obliged to turn to equities. Real 
estate also provides an effective hedge 
if properly selected and managed, Mr. 
Barrett stated. 

The percentage of preferred stocks 
in the portfolios of 39 typical institu- 
tions rose (from 1930 to 1939) from 
3.5% to 8.6% where the fund exceeded 
$15,000,000; from 11.1% to 12.7% in 
funds between $2,000,000 and $15,000,- 
000 and from 1.6% to 6.4% in the small- 
er funds. Comparisons between the 
same institutions between 1926 and 
1939, based on the Report of the Fin- 
ancial Advisory Service of the Amer- 
ican Council on Education, were then 
set forth by Mr. Barrett: 


$15,000,000 or over 


1939 
49.3% 

4.3 
24.8 

9.7 


1926 


Mortgages 
Common Stocks _.. 
Real Estate 


$2,000,000 to $15,000,000 


45.5% 
7.8 

23.4 
5.2 


Mortgages 
Common Stocks _. 
Real Estate 


Under $2,000,000 


28.4% 
56.5 
1.0 


7.8 


19.5% 
22.0 
13.7 
21.4 


Mortgages 
Common Stocks _- 
Real Estate 


In the same study, statistics for 110 
institutions showed the following per- 
centages as of June 30, 1939: 





Preferred stocks 
Common stocks 
Mortgages 

Real Estate 
Miscellaneous 


These were distributed as follows: 
Utilities 

Industrials 

Rails 

Other bonds and stocks 

Government and municipals __ 
Mortgages. 

Real estate 

Institutional property 

Miscellaneous 


Figures for funds of twelve of the 
leading universities, totalling $519,- 
500,000, show that the average percen- 
tage in common and preferred stocks, 
as of late 1938 or early 1939, was 31.3, 
ranging from a low of 4% in Carnegie 
Tech’s $16,000,000 fund to a high of 
59.1% in Yale’s $89,000,000 portfolio. 
The rate of return on 45 typical endow- 
ments fell from 5.14% in 1926 to 4.3% 
Thus 


in 1939, Mr. Barrett reported. 
far, they have been able to offset this 
loss by increased endowment or other 
means, he concluded. 


Life Insurance and Trust Councils 


ONSIDERATION of the establish- 

ment of a life insurance and trust 
council in western communities was 
advocated by Roy H. Booth, assistant 
trust officer, The National Shawmut 
Bank, Boston. The great progress in 
estate analysis has been stimulated by 
the cooperation of life underwriters and 
trust men who have actively taken part 
in these councils, that service being an 
outstanding example of the endeavor of 
trust institutions to “see that the cus- 
tomer gets the maximum good out of 
his estate,” Mr. Booth declared. 


Through these councils, the two 
groups get to know each other, to co- 
operate, to understand the other’s busi- 
ness, to keep up to date in their own, 
and to develop a mutual trust by learn- 
ing that there is no competition be- 
tween them. In turn, the underwriter 
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obtains more business, the trust man 
better trusts, and the public a finer 
service. 


“Through cooperation with a trust 
man and through the estate analysis 
method of selling, the insurance under- 
writer in close cooperation with the 
trust man is able to do a complete job 
for his customers,” Mr. Booth stated. 
In other words, he fills all the cus- 
tomer’s needs; therefore, he controls 
that customer’s insurance business. He 
will not have some other insurance man 
coming in with a smart idea and tak- 
ing away his customer, because with 
the help of the trust man, he has plan- 
ned the future of that estate, and if it 
is well planned, there should be no oc- 
casion for the purchase of insurance 
from any other underwriter. Beyond 
that, it is not only an individual recom- 
mending the purchase, but it is an in- 
dividual with the background of a trust 
organization which gives this advice. 
In ninety-nine cases out of a hundred, 
estate analysis proves a need for great- 
er insurance coverage than the under- 
writer could ever sell in a straight 
sale. 


“The great advantage to the trust 
man is that he has affiliated himself 
with a great sales force. Underwriters 
are probably the greatest example of 
organized sales effort. The trust man 
who proves himself helpful to the un- 
derwriter through arranging for his 
customers a complete program that pro- 
tects all future purchases for the un- 
derwriter, will have plenty of men out 
singing his praises and selling his 
trusts.” 


Trust or Investment Counsel? 


cc E should not be misled by an 

aura of supposed _infallibility 
either of trustees or investment counsel 
—and after determining that many of 
the arguments in favor of one or the 
other are fallacious, we finally must come 
to the conclusion that there is room and 
need for both in this era of complicated 
investment problems. Therefore, a law- 





yer well equipped to advise his clients 
should find good trustees and good in- 
vestment counsel, and then suggest the 
one which the facts in the particular case 
require,” stated Elmo H. Conley, mem- 
ber of law firm of Gibson, Dunn & 
Crutcher, Los Angeles. 


“Tf the trustees and investment coun- 
sel realize that the key to success in the 
investment field is good judgment, and 
that neither group has a monopoly on 
this commodity, then each group will 
continue to function in its own field with- 
out controversy,” Mr. Conley remarked. 
“And if any one can find a trustee or an 
investment counsel who never makes mis- 
takes, all of our problems will be solved, 
and it will be no longer necessary to hold 
trust officers conferences and listen to 
speeches.” 


[Mr. Conley’s address will be more 
fully reported in the next issue, which 
will also contain comments on the manu- 
scripts not available at time of going to 
press. The substance of Senator Rose- 
berry’s talk will be found in the New 
Business department, page 222.—Fdit. 
Note.] 
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New Indiana Trust Association 
to be Formed 


At a meeting planned for September 18, 
a new group, to be known as the Indiana 
Trust Association, will be formed in In- 
dianapolis, according to an announcement 
by Carl W. Dannenfelser, trust officer of the 
Fort Wayne National Bank. At a recent 
gathering of some 50 trust officers, Gilbert 
T. Stephenson, national director of trust 
research for the A.B.A., outlined the or- 
ganization procedure which has been fol- 
lowed in 30 other states. 


The purpose of the association will be to 
call for round table discussions by trust 
officers, to decide on uniformity of policies 
and mechanics of operation of trust depart- 
ments, and to investigate and interpret 
pending and existing trust legislation. The 
organization would also permit discussions 
of problems and new developments of oper- 
ations for the 190 banks with trust depart- 
ments in the state of Indiana. 
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trust and banking facilities. 
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The Job Ahead for Trust Service 


The annual meeting of the Trust 
Division to be held on September 23 
during the American Bankers Associa- 
tion Convention at Atlantic City will be 
featured by a symposium on “The Job 
Ahead for Trust Service,” participated 
in by five past presidents of the Divi- 
sion: 

Gilbert T. Stephenson, director of 
trust research, The Graduate School of 
Banking 

Leon M. Little, vice president, New 
England Trust Company, Boston 

Robertson Griswold, vice president, 
Maryland Trust Company, Baltimore 

Samuel C. Waugh, executive vice pres- 
ident and trust officer, The First Trust 
Company, Lincoln 

Merrel P. Callaway, vice president, 
Guaranty Trust Company of New York 


Dr. W. Randolph Burgess, vice chair- 
man of the board of the National City 
Bank of New York, will address the Na- 
tional Bank Division meeting on “Fin- 
ancing the Defense Program.” 


Other subjects outside the usual 
scope of talks on bank operations in- 
clude “Our Part in a New World,” and 
“The System of Free Enterprise—An 
Answer to Its Critics” at the State Bank 
Division meeting on the 23rd. 

The opening of the general convention 
on the 25th will be marked by an ad- 
dress by President Robert M. Hanes, 
president of Wachovia Bank & Trust 
Company, Winston-Salem, N. C. 
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Trust Business of National Banks 


HE recently published complete re- 

port of the Comptroller of the Cur- 
rency reveals several significant trends 
with regard to the trust activities of 
national banks for the year ended June 
30, 1939. In more detailed form than 
the earlier release (commented on in 
March 1940 Trusts and Estates 280), it 
presents a break-down according to capi- 
talization of 1,884 banks covered (350 
of which are not exercising their trust 
powers) and according to Federal Re- 
serve Districts. 

It is interesting to note with respect 
to the ratio between private and court 
trusts, that the preponderance of the 
former increases with the size of the 
institutions; whereas banks with capital 
of $100,000 or less are administering a 
greater amount of court accounts, the 
largest banks are handling more than 
four times as much in private as in 
court trusts. This may indicate that 
their new business efforts are directed 
more to the development of living trusts. 

Another conclusion that may be jus- 
tified by the statistics is that national 
banks in the San Francisco district are 
leaders in the promotion of insurance 
trust business, for while there are less 
trust empowered institutions than in 
any other district, these banks have the 
greatest number of insurance trust 
agreements, taking into account those 
not yet operative. However, both Chic- 
ago and New York (in that order) lead 
in the total value of assets and policies. 


The average gross earnings per trust 
department of banks in the San Fran- 
cisco group far exceed those for any 
other district. This may be attributed 
to the prevalence of the practice of 
charging annual fees on principal. Five 
of the districts report an increase in 
gross earnings over 1938—Boston, Phil- 
adelphia, Atlanta, St. Louis, and Kansas 
City. 

From year to year, the diversification 
of investments remains fairly constant, 
although there is considerable variation 
of percentages depending on the size of 
the institutions. For example, the lar- 
gest banks invest approximately the 
same proportion of their funds in com- 
mon stocks as do the other banks, but 
utilize bonds to an extent (almost 50%) | 
far above the average of the others. 
The difference is made up by a smaller 
ratio of real estate and mortgage invest- 
ments. 


A new feature of the report, showing 
trust department earnings by states, 
discloses that Illinois heads the list with 
$6,816,000. New York follows with $6,- 
235,000, then California with $4,273,000. 
The only other states with more than 
one million gross earnings are Pennsyl- 
vania ($1,838,000), Ohio ($1,444,000), 
and Massachusetts ($1,390,000). 

A noteworthy omission from the re- 
port is the former reference to expenses 
for trust advertising, and the number of 
banks employing full-time or part-time 
solicitors. 


Fiduciary Activities by Reserve Districts ($ figs. in thousands) 
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Investing Trust Funds Today 
A Defensive Program Contemplating Common Stocks 


DONALD C. MILLER 
Vice President, Harris Trust and Savings Bank, Chicago 


FTER over thirty years in the in- 

vestment field I have come to the 
conclusion that the present is possibly 
the most dangerous period in which 
we have had to operate, because of the 
urge to maintain income when the mar- 
ket for investments of trust fund cali- 
ber just will not permit of a return 
comparable with that we received in 
the “good old days.” 


In spite of our difficulties, we can- 
not just sit back and hold cash. I real- 
ly doubt if we can improve on old- 
fashioned investment policies that have 
been tried and found to be sound. I 
do not believe that the time has yet 
come when we can streamline the in- 
vestment of trust funds. 


Fixed Income Account 


Interest rates are close to the low- 
est in our history, and, therefore, go- 
ing back to old-fashioned methods, let’s 
not forget an old recommendation: 
“When interest rates are low, buy short 
term bonds; when interest rates are 
high, buy long term bonds.” I am of 
the opinion that interest rates will 
stiffen materially, but we cannot pre- 
dict when the change will occur. The 
next best procedure is to take a defen- 
sive position and provide a run-off of 
maturities over the next eight or ten 
years for as large a proposition of the 
bond account as the income require- 
ments can afford, and then treat that 
portion of the account as a revolving 
fund. 

I do not favor long term, low coupon 
bonds for investment under existing 
market conditions, but usually at least 
some have to be purchased to help the 
income factor. I would confine the 
amount to the requirements of the case 


From an address at the Kentucky Bankers Con- 
ference, June 1940. 
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and would limit the length of maturi- 
ties as much as possible. 


I would use preferred stocks in this 
market only if it is the desire to buy 
income. My approach to them would 
be about the same as my approach to 
long term bonds, except that I would 
hesitate to use them in the very small 
accounts and would limit the amount 
in the larger accounts for the reason 
that dividends are not a promise to 
pay. Furthermore, in using preferreds 
I would favor those which do not have 


‘a funded debt ahead of them. 


Common Stock Account 


The Bank with which I am connected 
buys common stocks for trust funds 
when convinced that authority is given 
in a will or trust agreement. We adop- 
ted this policy in the fall or early win- 
ter of 1933, and have broadened it from 
time to time. Some advocate the pur- 
chase of common stocks as a hedge 
against inflation. Our studies, how- 
ever, have not convinced us that we can 
rely on them to provide this much to 
be desired hedge, and accordingly, we 
are not pitching our sights beyond 
diversification and income. 

We have chosen those issued by cor- 
porations which are among the leaders 
in their industries, and which have 
earned money and had an unbroken 
dividend record for the last ten or more 
years. Also, we have favored those 
common stocks which are not preceded 
by funded debt or excessive preferred 
stock issues. We have made exceptions 
to these general rules, but I believe it 
important that, in using common stocks 
in trust investing, we pick those that 
have had good records behind them, 
not just good prospects. 

If we determine to use common stocks 
in trust investing, each of our organiza- 





tions should decide upon the precentage 
of a given fund that should be so in- 
vested. These percentages vary con- 
siderably between trust companies at 
the present time. The organization 
with which I am connected will invest 
up to 30% of an account of $100,000 or 
over in common stocks, but only 20% 
of the smaller accounts. We do not 
favor any equities for the very small 
trust. 

Diversification becomes even more 
important in a common stock program 
than in a bond program, and I would 
advocate investing only about one-half 
as much money in any one common 
stock issue as would be invested in a 
single bond issue. 

This method of employing common 
stocks in trust investing removes, to 
some extent, the necessity of owning 
a good crystal ball, but at the same 
time I would not recommend that a 
trust company use common stocks un- 
less it has a good statistical or research 
department that can keep the Trust 
Investment Committee supplied with 
facts on each issue used. 


Duplicate Income Tax Returns 
Abolished 


Secretary Morgenthau has announced 
that the duplicate, or “green copy”, will not 
be required to be furnished with future in- 
come tax returns for taxable years begin- 
ning after December 31, 1939. Treasury 
officers emphasized that every item of in- 
formation formerly made public from the 
returns would still be available to author- 
ized authorities. Likewise, permission to 
State tax authorities to photostat returns 
would be granted as in the past. 


a 


Branch Banking Held Legal 


United States Attorney General Robert 
H. Jackson has ruled that national banks in 
Michigan may take over existing state and 
national banks in the state and operate 
them as branches. The ruling was made in 
connection with the controversy resulting . 
from a proposal on the part of a Michigan 
group to consolidate six national banks into 
one chain, as reported in the July issue at 
page 84. Howard S. Stoddard, cousin of 
Marriner S. Eccles, chairman of the Fed- 
eral Reserve Board, proposed the consolida- 
tion. 


This display board which was given a prominent spot at the Annual Convention 
of the Texas State Bar Association was prepared from material furnished by various 


Trust Institutions throughout the state. 





New Business 


Recommended Procedure for Acceptance 


HERE’S nothing more welcome in 

this industrious department than a 
bang-up guest conductor. Particularly 
during the vacation season. Therefore, 
without more ado, we present to you 
Senator L. H. Roseberry, vice president 
and manager of the trust department 
of the Security-First National Bank of 
Los Angeles, who has kindly consented 
to repeat here the gist of some highly 
pertinent remarks he made just a day 
or so before we went to press, at the 
Pacific and Rocky Mountain States Con- 
ference of the Trust Division of the A. 
B.A. at Salt Lake City. 


T the inception of a new account 

we have the first contact with cus- 
tomers who usually are with us for a 
long time. This involves a major factor 
in good public relations. The basis upon 
which it is accepted is determinative of 
a long period of liability or a long per- 
iod of gain. It may therefore be sug- 
gested that all new trust business be 
subjected to certain tests to determine 
its quality, its desirability, and its pro- 
mise of successful operation in the years 
to come for all concerned with it. This 
procedure should include: 


(a) An analysis of the desirability of the 
business from the standpoints of its cus- 
tomer relationship, its administrative prob- 
lems, and its profitableness to the trustee. 

(b) A consideration of the questions: Is 
the trust needed; is it wisely conceived; and 
is it soundly created to accomplish with rea- 
sonable assurance the primary purpose for 
which it is created. 

(c) The legal forms and terms of the in- 
strument embodying the trust should con- 
form to established law and to institutional 
policies and practices for such types of 
trusts. : 

(d) Minimum fees should be crystalized 
into the trust agreement itself, or into a 
separate instrument, so that there will be 
as little bargaining as possible over this 
important item during the course of the 
trust. Such fees should be applied uni- 
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formly and without reduction for “charit- 
able” trusts or preferred customers. 

(e) Participation in the preparation of 
the will or trust instrument on the part of 
the qualified executives of the department 
is most important. 

(f) The head of the department should, 
at the opening of the account, meet with 
the trustors, the ward, family of the dece- 
dent, the beneficiaries, etc., express his wish 
for a cooperative and successful adminis- 
tration of the account, and supervise the 
proper assignment of the trust to a qualified 
administrative officer. 

(g) As an inseparable part of the pre- 
liminaries, the assets which are to come in 
should be carefully investigated to ascer- 
tain their adaptability to the purposes of 
the trust, their quality, their financial bur- 
dens and expected returns. 

(h) When all the statistical data reflect- 
ing upon the character and desirability of 
the account has been procured, it should be 
transcribed on a special form for this pur- 
pose and submitted to the new business com- 
mittee for its consideration and action and 
routing to the board of directors for final 
approval of its acceptance or rejection. 

(i) New accounts uniformly lead to law- 
yers, and in many cases to realtors and in- 
surance men. This contact must be care- 
fully made and the institution’s procedure 
must strictly adhere to accepted concepts 
of the practice of law and a respect for the 
position of lawyers, realtors, insurance men, 
and others who may be affected either by 
the creation of the trust or by the transfer 
of assets into it. 

(j) Resist the temptation to accept trans- 
ferred business from another institution 
when the prime motive is to secure a re- 
duction in fees. 

(k) Be sure that you are aware of pos- 
sible conflicts of debtor positions on the 
banking side with fiduciary positions on the 
trust side, Such conflicts, when they arise, 
almost always lead to embarrassment, and 
occasionally to litigation involving claims 
of liability against the trustee. Whenever 
a successor trusteeship is involved, approach 
it with the utmost caution, for you must 
require an accounting, with sometimes em- 
barrassing outgrowths, from your prede- 





cessor. Often a shift in fee schedules is in- 
volved, and this presents a factor which af- 
fects the acceptability of the account. 

(1) Beware of those trusts which consti- 
tute “exceptions” to general institutional 
standards. In most cases they involve sub- 
standard features and too frequently these 
lead to undesirable consequences and un- 
profitable business. 

(m) Procurement of new business is one 
of the cherished accomplishments of every 
banking or trust official. Therefore, due 
credit should be given to the person procur- 
ing a new trust account. By doing so, a 
good esprit de corps is created and an in- 
centive to the further development of good 
business. 

(n) From a practical standpoint most of 
the executive officers in the department 
must be qualified and authorized to give a 
tentative acceptance or rejection of prof- 
fered new business, but under Regulation 
F no final commitments can be made until 
the matter has been submitted to and acted 
upon by the new business committee. Here 
should be centralized both the authority and 
the best ability in the department to judge 
standards of quality, forms of new instru- 
ments, fee schedules, and give trustworthy 
“hunches” regarding the account. This com- 
mittee detects “exceptions” and variations 
which are recommended by individual offi- 
cers and new business solicitors, holds them 
to a minimum, or requires further adher- 
ence to the institution’s standards for new 
business. 


The skill required in planning a new 
trust account and the value of construc- 
tive suggestions and experience are 
greatest at its inception. The trust can 
be platted on a curve that will produce 
the most satisfactory results, leave a 
trail of goodwill and happiness behind, 
and prove reasonably profitable to the 
trustee, if the best brains of the depart- 
ment are used at this point. Or, the 
very contrary can result if these matters 
are left solely to inexperienced subor- 
dinates or new business representatives. 
The whole course—success or failure— 
of the trust relationship is determined 
at its inception. The trust instrument 
is its constitution and governs its whole 
future administration. Begin well and 
you are more than likely to continue well 
and to end well. 


* 
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HANK you, Mr. Roseberry. But 

before we decide whether or not, in 
accordance with those shrewd, sound 
principles you have so clearly laid down, 
to accept the business, we have to do 
what we can to encourage people to offer 
it to us. That is why this department 
studies so many reams of trust advertis- 
ing with such an anxious eye; and here’s 
a sample that stumped us. We don’t 


gy You die seme 


| is, for most of us, an unpleasant subject, 
but is something that will come to all of us. 
If you die tonight—what will happen to your estate 
—your insurance moncy—your real estate—your per- 
sonal property—your cash and securities? 


Will your family be properly protected? Will your 
property be distributed as you would like it to be? 


Would it not be a good plan to check your Will now? 
If you have no Will why not permit Fort Worth 
National Trust Officers, who have had many years of 
practical experience in such matters, to render you a 
service by preparing an outline of your wishes for 
use by your attorney in drafting your Will? 


ForrWoria NATIONAL 
Bank 


know whether it’s a good ad or not. That 
headline is certainly arresting, all right; 
indeed it’s what Tide calls a “stopper.” 
But after you’ve stopped ’em, can you 
get ’em started again? 


That’s the question that stops us. 
We'll grant it took daring to publish this 
advertisement; we can name off-hand a 
dozen institutions . . . make it a hun- 
dred . . . that would shudder for days 
at the bare suggestion of coming out with 
a thing as blunt as this. But what about 
the judgment of the bank that did publish 
it? Isn’t there a real danger of its 
offending or repelling more customers 
than it would shock into action? Of 
those it did shock into action, wouldn’t 
at least some of them go to somebody 
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who hadn’t ruffled their sensibilities by 
such an unwelcome reminder? 

Those aren’t rhetorical questions. As 
we said, we don’t know. What do you 
think? 

We hope you’ll tell us, because we 
might as well also confess that we are 
feeling a little discouraged, just now, 
about our own efforts to give you some- 
thing constructive to think about, some- 
thing that will help you get more new 
business. Last month we preached a 
sermon from this pulpit that we hoped 
was going to produce a Paul Revere ef- 
fect among trust new business men; a 
sermon about how new business men can 
combine preparedness, patriotism and 
profit in a way eminently suited to the 
times, by putting on a campaign to in- 
duce every industrial executive in their 
territories to get ready for his prepared- 
ness and mobilization responsibilities by 
bringing his will up to date, setting up 
any trust protection for his personal for- 
tune the situation might call for, and in 
general putting his own house in order. 


TRUSTS and ESTATES—August 1940 


We still think that was a bang-up good 
sermon, and timely, too. But so far 
we’ve heard mighty little result from it. 
Dudley Parsons, of the New York Trust 
Company, was kind enough to write in 
and say he thought it was a swell idea 
and that he was going to study and see 
how he could use it. But what about 
all the rest of you fellows? Don’t we 
get at least a couple of “Amens” from 
over there in the corner? 


Bank “Ad” Has High Readership 


Bank advertisements can compete success- 
fully with any other type of advertising if 
attractive and appealing copy is used. That 
conclusion was reached as a result of the 
survey cited in the current issue of the Sav- 
ings Banker, issued by the Savings Banks 
Association of Massachusetts. The Asso- 
ciation advertisement’s readership was far 
ahead of other bank advertising in the same 
issue and compared favorably with the 
readership accorded several well-known na- 
tional advertisements. 


International Trust Publishes Official Pamphlet 


AKING a page from the books of Eng- 

lish trust companies and following the 
precedent set in this country by the Phoenix 
State Bank and Trust Company of Hart- 
ford, the International Trust Company of 
Denver has published an official pamphlet 
concerning the trust company and its his- 
tory, describing the trust services which it 
is prepared to render, setting forth the pol- 
icies which guide it in the administration 
of trusts and estates and showing in brief 
the advantages of corporate trusteeship and 
the bases of compensation. 

Describing the advantages of a trust in- 
stitution, its place in the financial structure 
of the nation and the services offered by 
the trust department, it lists twelve ways 
in which the department is prepared to 
serve, giving a brief description of its ac- 
tivities. 

The next section deals with a statement 
of policies of the institution, included pri- 
marily for the guidance of its officers in 
accepting and administering its trust bus- 
iness, and also for the information of those 
intending to do business with its trust de- 
partment. It describes the duties and pow- 


ers of the trust committee, and lays down 
certain rules and regulations covering the 
investment of funds and the disposition of 
property, one of which is that the trust 
company may not deal with itself in the 
purchase or sale of investments for its 
trusts. Unlike the Phoenix, the bank does 
not state in the pamphlet that it would 
insist on physical custody of the security 
or other property as co-fiduciary. This 
section on policy is comparatively long and 
lucid. 

In carrying the statutory schedule of 
maximum fees and commissions the pamph- 
let remarks: “except in cases of unusual 
difficulty or duration, the bank charges sub- 
stantially less than the statute permits.” 


The life insurance trust is also described 
briefly, and safekeeping and custody ac- 
counts are also touched upon. The last 
section of the pamphlet is devoted to a 
form of appointment. A statement of the 
bank’s condition, separately enclosed, con- 
tains also a list of officers and directors. 


See article by Gilbert T. Stephenson in Septem- 
ber 1938 Trust Companies, for discussion of ‘‘Of- 
ficial Pamphlets.” 





Bank Women Face New Duties 


Most significant contributions of wo- 
men bankers to efficient functioning of 
the nation’s financial machinery in these 
times of great military and economic 
strife should result from the 18th annual 
convention of the Association of Bank 
Women, to be held in Atlantic City, 
N. J., from September 19 to 21. Meet- 
ing under war clouds for the first time 
in their history, these leaders of the 
large army of women bank officers and 
employees will have a patriotic respon- 
sibility which will increase rapidly as 
men are called from the financial as well 
as other fields for building and manning 
America’s defenses. 


Upon them may in large measure de- 
volve the duties of making a smooth 
transition of banking operations from a 
peace to a war- or defense-footing. In 
the last war women did yeoman service 
in maintaining the standards and use- 
fulness of the country’s banks, both in 
executive and clerical positions, and sim- 
ilar demands may be made upon them 
in the next years. To the problems of 
which such measures 


readjustment 
would require, in addition to the respon- 
sibility which economically educated wo- 
men have to the preservation and im- 
provement of our democratic and cap- 
italistic system, this convention should 
contribute substantially. 


——— 


Ohio Trust Cost Study 


Ohio banks are making excellent progress 
in the study of trust department costs, un- 
dertaken by trust officers and individual 
banks throughout the state, following last 
year’s annual trust conference. Ohio is only 
the third state to put the study of these 
costs on a state-wide basis. New York 
and Pennsylvania were the first to do so. 


———$— 9 —___. 


Trust Funds Rise in Massachusetts 


A year’s gain of more than thirty-two 
million dollars in trust funds, held by 
Massachusetts trust companies, is revealed 
in the latest report of the Commissioner 
of Banks as of June 30, 1940. Volume of 
assets rose from $1,139,578,869 on June 30, 
1939 to $1,172,323,859, despite a decrease 
from 48 to 47 in companies reporting. 


F. A. A. Convention 


Interpreting financial facilities to the 
public will absorb the attention of more 
than 500 members of the Financial Adver- 
tisers Association for a _ three-and-a-half 
day convention at Hot Springs, Va., Oct. 
28, 29, and 30, when that organization meets 
for its 25th annual conference, according 
to Stephen H. Fifield, president of the as- 
sociation and vice president of the Barnett 
National Bank, Jacksonville, Fla. 


The program calls for talks by national 
authorities on advertising, sales and public 
relations; a comprehensive exhibit of cur- 
rent financial advertising, prepared and dis- 
played by members; and round table ses- 
sions on specific merchandising and public 
relations problems. Robert J. Izant, vice 
president, Central National Bank of Cleve- 
land, is serving as general chairman and 
John M. Zuber, vice president and trust 
officer, Ohio Citizens Trust Company, 
Toledo, as chairman of the trust commit- 
tee. 


es 


Bank Auditors Conference 


“Trusts Audits and Controls” will be dis- 
cussed by Francis A. Zara, assistant vice 
president, City Bank Farmers Trust Com- 
pany, New York, at the Sixteenth An- 
nual Convention of the National Asso- 
cation of Bank Auditors and Comptrollers 
to be held in St. Louis on October 16 to 
19, 1940. Chester C. Hammond, of the 
First National Bank in St. Louis, is acting 
as general chairman of the convention com- 
mittee. 


ee 


Continental Illinois Publishes Two 
Manuals 


A booklet entitled “What A Trust De- 
partment Does” has recently been prepared 
by the Continental Illinois National Bank 
and Trust Company, Chicago, and dis- 
tributed to the Bank’s officers, divisin man- 
agers, and supervisors, and to others outside 
the institution. It describes the types of 
services which the trust department offers, 
cataloguing the major duties and responsi- 
bilities of each. The “Stenographic Man- 
ual” has been given to the secretarial and 
typing staff so that there may be uniform- 
ity in the style and accuracy of outside 
correspondence and inter-office communica- 
tion. 
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“It has been my opinion, that he who receives an estate from his ancestors is under 
some kind of obligation to transmit the same to their posterity.”—Benjamin Franklin. 


Frederick H. Chamberlain 
Probate Judge 


Frederick H. Chamberlain, judge of the 
Worcester, Mass. Probate Court for 33 
years, named Willis E. Sibley and the 
Worcester County Trust Company execu- 
tors and trustees of his estate. Major 
beneficiaries under his will are two hos- 
pitals and the Worcester Y. M. C. A. His 
real estate and personal effects, including 
cash, savings bank deposits and all other 
articles of property, but not including in- 
vestments or securities, he left to his sis- 
ter Miss Bertha E. Chamberlain. The rest 
of the estate is to be held in trust for 
her, reverting, upon her death, to the two 
hospitals and the Y. M. C. A. The will 
was drawn January 5, 1939. 


Louis S. Nordlinger 
Civic Leader 


Louis S. Nordlinger, member of a pion- 
eer family and active in civic affairs in 
Los Angeles, appointed his wife, Rose 
Nordlinger, and the Farmers and Merch- 
ants National Bank of that city, co-execu- 
tors and co-trustees of his estate. The 
will provides that the bulk of the estate 
be left in trust for his wife and at her 
death to revert to his two children. Mr. 
Nordlinger was a trustee of the Federa- 
tion of Jewish Welfare organizations, a 
director of the Los Angeles Tuberculosis 
and Health Association and director of 
the Farmers and Merchants National 
Bank. At the time of his death he was 
secretary-treasurer of the First Industrial 
and Loan Company of California. 


Dr. William A. Boylan 
College President 


Dr. William A. Boylan, who retired in 
1938 as first president of Brooklyn Col- 
lege, named his sister Anne B. Wright of 
Westport, Conn., and the Central Han- 
over Bank and Trust Company of New 
York City, co-executors of his estate. To 
his brother Frank Boylan he left $30,000 
in real estate, mortgage certificates, and 
all royalties from the many books on 
arithmetic and English which Dr. Boylan 
wrote. Bequests were also made to a 
nephew, a niece, and a sister Anne B. 
Wright. 

Dr. Boylan had a wide background in 
educational administration acquired as a 
district and an associate superintendent 
of the New York City school system. He 
was in charge of new school construc- 
tion for the Board of Education when, in 
1930, he was appointed president of the 
city’s third ranking institution of higher 
learning. 


William Victor Young 
Appraisal Company Head 


The First National Bank of Chicago 
and Frank H. Towner, attorney, were 
named executors and trustees under the 
will of William V. Young, chairman of 
the board of the American Appraisal 
Company, who died in July at his home, 
Lake Beaulah, Wisconsin. Mr. Young, a 
native of St. Paul, Minn., was the son of 
W. M. Young, one of the founders of the 
appraisal company in Milwaukee in 1896. 





He was successively, manager of the Com- 
pany’s contract division, assistant to the 
president, vice president in charge of Chi- 
cago operations, and for the last six years 
chairman of the board. 


W. E. Edmister ' 
Banker 


Willard E. Edminster, former presi- 
dent of the Hamilton Trust Company of 
Brooklyn, N. Y., named the Chase Na- 
tional Bank executor and trustee of his 
estate. He was elected president of the 
Hamilton Trust Company in 1909 and re- 
mained in that position until the bank 
merged with the Chase National Bank. 
After the consolidation he continued in 
the capacity of advisor to the Hamilton 
branch of the Chase. Nephews and nieces 
are the principal beneficiaries of his es- 
tate, Mr. Edminsters’ wife having pre- 
deceased him. 


Maurice Hutton 
Educator 


By the terms of the will of the late 
Maurice Hutton, retired professor and 
Principal Emeritus of University College, 
University of Toronto, Humphrey Hume 
Wrong and the Canada Permanent Trust 
Company, Toronto, were appointed co- 
executors and trustees of an estate of 
about $88,000. Professor Hutton came 
from England at the age of 24 to occupy 
the Classics Professorship at University 
College. He became principal of the col- 
lege in 1891 and later was acting presi- 
dent of the University of Toronto. 

In 1906 he was appointed a member of 
the Ontario Educational Council. In rec- 
ognition of his distinguished services the 
university senate in 1933 established a 
scholarship fund in his honor. He was a 
former president of the English Section 
of the Royal Society of Canada, having 
written a number of well known books, 
and was also president of the Canadian 
branch of the League of the Empire. 


Erratum 


In the July issue of Trusts and Estates it 
was erroneously reported that the Citizens 


and Southern National Bank of Charles- 
ton, S. C., was appointed executor and trus- 
tee of the estate of the late DuBose Hey- 
ward. The bank that was appointed was 
the South Carolina National Bank of 
Charleston. 


Col. Samuel E. Winslow 
Congressman 


Col. Samuel Ellsworth Winslow, former 
United States Representative from Mas- 
sachusetts, and chairman of the Railroad 
Mediation Board, named his wife, Mrs. 
Bertha Winslow, executrix, and his daugh- 
ter, Mrs. Dorothy W. Sawyer, Jr., and 
the Mechanics National Bank of Wor- 
cester, Mass., co-trustees of his estate. 
His wife has declined to serve, and her 
son-in-law, William H. Sawyer, has peti- 
tioned for appointment as administrator 
with the will annexed. 

During his years in Congress Mr. 
Winslow was an authority on transporta- 
tion problems, serving as chairman of the 
Committee on Interstate and Foreign 
Commerce. He was one of the principal 
drafters of the act establishing the Rail- 
road Labor Board. 


James H. Perkins 
Financial Leader 


With filing of the will of James Handa- 
syd Perkins, chairman of the board of the 
City Bank Farmers Trust Company and of 
the affiliated National City Bank in New 
York, in Greenwich, Conn., on August 5th, 
it was disclosed that the greater portion 
of his estate had previously been given to 
his wife, and that provision had also been 
made for his eldest daughter. The trust 
company, which he headed for many years, 
was named in the will as co-trustee with his 
son and son-in-law—executors of the bal- 
ance of the estate—and continues to admin- 
ister these assets as well as the properties 
of Mrs. Perkins under management powers 
of long standing. Mr. Perkins’ estate, of 
which the only estimate is “personal proper- 
ty not exceeding $100,000 in value,” goes 
outright to his widow. The will, drawn 
eleven years ago, provided for a trust fund 
of the entire amount, in favor of their chil- 
dren Richard and Joan and Mrs. Albert 
Nickerson, in the event of his wife prede- 
ceasing him. All real property, as well 
as personal property already placed in the 
management account with the trust com- 
pany, was in the name of Mrs. Perkins. 


Mr. Perkins, in addition to his banking 
career starting in Boston in 1905, had been 
a director of many insurance companies, 
railroads and industries. He was Red 
Cross Commissioner to Europe in the World 
War and assistant chief of staff of the 2nd 
and later the 8rd Armies in France. 





Joseph R. Sheehan 
Executive, President Lines 


Rena Jane Sheehan, widow of Joseph R. 
Sheehan, head of the American President 
Lines, was named executrix of her hus- 
band’s estate. In 1938 after the United 
States Maritime Commission acquired con- 
trol of the financially crippled Dollar Lines, 
Mr. Sheehan was elected president. With 
the aid of former Senator William Gibbs 
McAdoo, Mr. Sheehan reorganized the com- 
pany and spent more than $2,000,000 re- 
habilitating the ships. They renamed the 
company the American President Lines. It is 
the only company operating American flag 
ships in the around-the-world service. In 
1937 he joined Joseph P. Kennedy on the 
Maritime Commission. Mr. Kennedy is the 
present ambassador to the Court of St. 
James in England. 


William H. Waste 
Jurist 


Chief Justice William H. Waste, who 
had presided over the California Supreme 
Court for the last fourteen years, was 
the third member of that court to die 
within a year. Born in California, the 
jurist attended the University of Cali- 
fornia and the Hastings Law School. His 
public career began thirty-seven years 
ago as a legislator. He presided over 
several California courts before becoming 
an associate justice of the Supreme 
Court in 1921. Chief Justice Waste ap- 
pointed his son William E. Waste, execu- 
tor of his estate, which was to be divided 
equally among his wife, son, and daugh- 
ter. 


Dr. Cyrus Adler 
Jewish Leader 


Dr. Cyrus Adler, Jewish educational 
and religious leader, who devoted his life 
to defending the world rights of his race, 
and whose contributions to the social and 
cultural life of his people were outstand- 
ing, named his wife, Mrs. Racie F. Ad- 
ler, executrix of his estate. His belief 
that thought should generate action and 
his own abundant energy led him to en- 
gage in vigorous activities not usually as- 
sociated with an educator and a scholar. 
His position as spokesman for the Jewish 
people was recognized by President Roo- 
sevelt in 1939, when he invited Dr. Ad- 
ler to Washington to represent the Jew- 
ish faith. 
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Gen. Smedley D. Butler 
U. S. Marines 


Major General Smedley Darlington But- 
ler, retired fighting officer of the United 
States Marines, took part in three wars, 
fighting in fourteen battles and winning 
many citations, including two Congres- 
sional Medals of Honor. In 1924 he 
served as director of public safety in 
Philadelphia. His job was to clean up the 
city’s vice and crime rings and he ap- 
proached it with characteristic vigor. 
However, his high-handed methods an- 
tagonized important figures and eighteen 
months later he was asked to resign. 
President Roosevelt called him “the ideal 
American soldier.” General Butler left 
an estate of $2,000 of which his son, 
Thomas R. Butler, is executor. 


Craven Laycock 
Educator-Lawyer 


Craven Laycock, dean emeritus of Dart- 
mouth College, appointed his wife, Flor- 
ence A. Laycock, executrix of his estate. 
She declined to serve, however, and the 
Probate Court appointed Professor Robert 
A. McKennan, a son-in-law, administrator. 
Dean Laycock was associated with Dart- 
mouth College for forty-two years and 
was dean of the academic faculty from 
1911 to 1934. In 1905 he was admitted 
to the New Hampshire bar and practiced 
law for several years in Hanover, at the 
same time conducting classes in Dart- 
mouth. 


Textile Manufacturer 


His son and his widow were named co- 
executors of the will of Arthur W. Shuttle- 
worth, president of the Mohawk Carpet 
Mills, Inc., of Amsterdam, New York, one 
of the largest carpet manufacturing firms 
in the United States. He was a native of 
Amsterdam, and succeeded his father at 
the head of the firm which the father had 
founded. 


Telephone Chief 


Horace D. Pillsbury, former president and 
chairman of the board of the Pacific Tele- 
phone Company, principal West Coast sub- 
sidiary of the American Telephone and 
Telegraph Company, named his son, Evans 
S. Pillsbury II, sole executor of his will, 
which bestows his estate chiefly upon sur- 
viving relatives. 





Personnel Changes in Trust Institutions 


CALIFORNIA 


San Francisco—Judge L.. E. BIRDZELL, 
formerly chief justice of the Supreme Court 
in North Dakota, and since 1933 General 
Counsel of the Federal Deposit Insurance 
Corp., has become associated with Bank of 
America N. T. & S. A. as vice president 
and senior trust officer, succeeding the late 
William J. Kieferdorf, who occupied that 
position until his death last December. In 
commenting on the appointment, chairman 
A. P. Giannini said: “For some time past 
we have been 
endeavoring to 
persuade 
Judge Birdzell 
to join our or- 
ganiza- 
tion, feeling 
that he was by 
character and 
training the 
ideal man for 
the post of 
senior trust of- 
ficer of an in- 
stitution like 
the Bank of 
America, 
which handles 
the estates of thousands of people over the 
entire state of California. It is a job which 


L. E. BIRDZELL 
© Washington Press-Photo 


calls for the highest integrity, a compre- 
hensive knowledge of all phases of law and 
banking, good judgment, with special em- 
phasis on safety.” 


GEORGIA 


Macon—Shortly after receiving his 
diploma from the Graduate School of Bank- 
ing at Rutgers, GUYTON G. ABNEY, 
cashier of the City Bank and Trust Com- 
pany, was also named trust officer of that 
institution. 


MICHIGAN 


Traverse City—FRED VAN MAREN 
was named trust officer of the Traverse 
City State Bank, in addition to his position 
as cashier. 


NEW JERSEY 


Elizabeth—STANLEY T. WRATTEN 
was elected vice president of Central Home 
Trust Company, to succeed Ambrose Mc- 
Manus who has resigned. He will have 
active supervision of operations and per- 
sonnel, duties which have until recently 
been handled by William T. Ritchie, Jr., 
treasurer and trust officer. Mr. Wratten 
was vice president of the West Jersey Trust 
Company in Camden before it was merged 
with the Camden Trust Company. 


Recently Elected “Vice President and Trust Officer” 


ALEC B. STEVENSON 
American National Bank 
Nashville, Tenn. 


J. W. SPEAS 
First National Bank 
Atlanta, Ga. 


WALTER E. BRUNS 
Bank of America N. T. & S. A, 
San Francisco, Cal. 
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NEW YORK 


New York—GORDON S. RENTSCHLER, 
president of the National City Bank of 
New York for the past eleven years, has 
been elected to 
succeed the 
late James H. 
Perkins as 
chairman of 
the board of 
that _institu- 
tion. He was 
chosen also 
chairman of 
the board of 
the bank’s af- 
filiate, the City 
Bank Farmers 
Trust Com- 
pany, a _ post 
likewise held 
by Mr. Per- 
kins. 


At the same time, directors of the Na- 
tional City elected WILLIAM GAGE 
BRADY, JR., former senior vice president 
in charge of 
domestic 
branches, to 
Si Met. 
Rentsch- 
ler’s post as 
president. 

As a result 
of these elec- 
tions Mr. 
Rentschler and 
Mr. Brady 
along with W. 
RAN DOLPH 
BURGESS, 
vice chairman 
of the board, 
will make up 
the executive committee of the world-wide 
National City Organization. 

In addition to the two top executive posts, 
the board of directors named WILLIAM S. 
LAMBIE and HOWARD C. SHEPERD as 
senior vice presidents and NATHAN C. 
LENFESTRY, vice president and cashier. 


GRANVILLE S. CARRELL, recently ap- 
pointed assistant cashier of the National 
City Bank, has been transferred to the ad- 
vertising and publicity department as de- 
partment head. He will retain his title of 
assistant cashier. JAMES J. McNAMEE, 
a vice president, will continue as supervis- 
ing officer of the department. 


GORDON S. RENTSCHLER 


WILLIAM GAGE BRADY, JR. 
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Rochester—B. EMMETT FINUCANE, 
director for ten years and member of the 
trust committee of the Security Trust Com- 
pany, was elected president of that bank 
to succeed JAMES S. WATSON, elected 
president of that bank to succeed JAMES 
S. WATSON, elected chairman after hav- 
ing been president for 29 years. 


OHIO 


Lima—RAY H. ADKINS has been elected 
trust officer of the National Bank of Lima, 
according to announcement by 
Foulkes, vice president. 


William 


Zanesville—-CLARENCE W. SIMPSON 
has been named trust officer of the First 
National Bank, succeeding the late Cecil 
W. Tanner. 


PENNSYLVANIA 


Coudersport—ARTHUR J. MENSCHEL 
has been elected assistant treasurer and 
trust officer of the Citizens Safe Deposit 
and Trust Company, succeeding Robert T. 
Grabe, who resigned to join the Coudersport 
Insurance Company. 


Philadelphia—JOHN S. MALICK was 
appointed assistant trust investment officer 
of the Fidelity-Philadelphia Trust Com- 
pany. He was formerly assistant secretary 
of the Guaranty Trust Company, New 
York. 


Philadelphia—LOUIS HENLEY BIE- 
LER was elected president of the German- 
town Trust Company, succeeding Clarence 
C. Brinton who resigned. Mr. Bieler was 
also elected a director to replace William 
T. Murphy who also resigned. 


TENNESSEE 


Millington—JOSEPH WALPOLE, for 
many years assistant trust officer at the 
main office of the Union Planters National 
Bank and Trust Company, Memphis, was 
elected manager of the bank’s new branch 
in this city. He is a graduate of the Mem- 
phis Law School and the A.I.B. 


TEXAS 


Beaumont—J. B. TERRELL, assistant 
trust officer of the American National 
Bank since 1935, was named trust officer of 
that institution, a post formerly held by 
P. P. Butler, president of the bank. Prior 
to his entry into local banking in 1930, Mr. 
Terrell served in the Comptroller’s Depart- 
ment of Houston. 





VIRGINIA 


Richmond—At a recent meeting of the 
board of directors of the First and Mer- 
chants National Bank, ROBERT MT. 
MARSH, JR., was promoted to the position 
of vice president and T. KENNETH Mc- 
RAE was appointed an assistant cashier. 
Both are in the trust department. 


cia a ar 


Trust Institution Briefs 


Washington, D. C.—Frederick P. H. 
Siddons, secretary, American Security and 
Trust Compeny, has completed two terms as 
Chairman of the Board of Trustees of the 
Better Business Bureau. Mr. Siddons con- 
tinues as a member of the board. 


Chicago, Ill. Chester R. Davis, vice pres- 
ident and trust officer of the Chicago Title 
and Trust Company, has been named by the 
Republican State Central Committee as can- 
didate for trustee of the University of IIli- 
nois, where Mr. Davis took his Bachelor of 
Laws degree. 


Governor Emerson and Governor Horner 
both appointed Mr. Davis chairman of the 
Advisory Committee of the Department of 
Public Welfare and he also served as chair- 
man of the Committee for Relief of Ex- 
Service Men. 


Flint, Mich.—L. A. Cambrey, vice pres- 
ident and trust officer, Citizens Commercial 
and Savings Bank, was appointed chairman 
of the trust committee of the Michigan 
Bankers Association. 


New York, N. Y.—The Colonial Trust 
Company of New York City has merged 
with the Kingsboro National Bank of Brook- 
lyn, which will be retained as a branch. 
This merger brings the resources of the 
Colonial to over 15 million dollars. 


New York, N. Y.—The Continental Bank 
and Trust Company celebrated recently its 
seventieth anniversary. Frederick H. Horn- 
by, president, pointed out that the bank had 
deposits of $64,475,000 and was in the un- 
usual position of having only 3500 deposi- 
tors but 6,000 stockholders. This ratio, he 
explained, was the result of the bank’s 
policy of developing a selective, specialized 
commercial banking business. 


Port Chester, N. Y.—First National Bank 
and Trust Company announced recently 
that John W. Ingman, trust officer of the 
bank, entered his seventy-first year of con- 
tinuous service with the institution on July 
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5. Mr. Ingman began in 1870, as a mes- 
senger boy at the age of fourteen. 


White Plains, N. Y.—The State Banking 
Department has authorized the County 
Trust Company to open a branch office at 
Hartsdale. The County Trust Company re- 
cently purchased the assets of the Hartsdale 
National Bank. It has also absorbed the 
Mount Pleasant Bank and Trust Company 
of Pleasantville, which will become the 
Pleasantville office of the County Trust. 
The latter also maintains offices at Scars- 
dale and Mamaroneck. 


Cleveland, Ohio—The Central National 
Bank recently completed fifty years of con- 
tinuous service to the citizens of Cleveland. 
At the same time General Benedict Crowell, 
president, announced the retirement of 
10,000 shares of the bank’s preferred stock, 
bringing total retirement of shares of this 
c!ass to 30,000. 


Port!and, Oregan—Stockholders of the 
United States National Bank of Portland 
recently decided, owing to the _ dis- 
turbance created by the European War 
which has materially affected the security 
markets, to postpone temporarily the cap- 
ital increase of $1,500,000 recently an- 
nounced, 


Memphis, Tenn.—Thomas W. Vinton, vice 
president and trust officer, Union Planters 
National Bank and Trust Company, ad- 
dressed the Institute for Life Underwriters 
of Mississippi, Oxford, on the subject of 
“Estate Taxation.” 


Dallas, Texas—Mercantile National Bank 
is planning to erect a modern banking 
house and office building, 20 to 25 stories 
high, on the old postoffice site, according to 
R. L. Thornton, president. The property 
was purchased for $607,000. 


Houston, Tex.—The State National Bank 
recently celebrated its 25th anniversary, 
which was made especially noteworthy by 
the fact that no changes have been made in 
the senior executive personnel of the insti- 
tution since its organization in 1915. J. M. 
Jackson, vice president and trust officer, is 
among those who have been with the bank 
the full 25 years. 


Richmond, Va.—President Thomas H. 
Blanton of the Virginia Bankers Association 
has appointed P. B. Watt, vice president 
and trust officer, Virginia Trust Company, 


_chairman of the trust committee. 
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Hamilton, Bermuda—The board of direc- 
tors of the Bank of Bermuda, Ltd., report 
net earnings of 1,464 pounds from trust 
department operations for the current year. 
This profit has been carried to the special 
trust department reserve which now totals 
over four thousand pounds. The directors 
feel that this reserve should be increased to 
a minimum of 10,000 pounds before any dis- 
tribution is made to the shareholders. The 
trust department is doing a steadily in- 
creasing business, and the usefulness of 
its fiduciary service to the general public 
is clearly demonstrated by the great inter- 
est the bank’s customers have shown in the 
department. 


A. B. A. Trust Vice Presidents 


Recently elected vice presidents of the 
trust division of the American Bankers As- 
sociation for their respective states, include 
in addition to those already reported: 

Alabama—M. B. Slaughter, vice pres- 
ident and trust officer, Merchants National 
Bank, Mobile. 
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Colorado—W. H. Hughes, vice president, 
First National Bank, Denver. 

District of Columbia—J. Wesley Clampitt, 
Jr., assistant trust officer and assistant 
secretary, Union Trust Company. 

Maryland—Thomas E. McConnell, as- 
sistant treasurer, Maryland Trust Company, 
Baltimore. 


Maine—Sewall C. Strout, vice president, 
Canal National Bank, Portland. 

Michigan—Ralph Nixon, vice president, 
Bankers Trust Company, Detroit. 

North Carolina—L. E. Watt, assistant 
trust officer and assistant secretary, 
Wachovia Bank and Trust Company, Char- 
lotte. 

Utah—R. E. Holt, trust officer, Walker 
Bank and Trust Company, Salt Lake City. 

Virginia—Charles Webster, vice pres- 
ident and trust officer, National Bank of 
Commerce, Norfolk. 

Washington—E. R. Sweeney, vice pres- 
ident and trust officer, Old National Bank 
and Union Trust Company, Spokane. 


In Memoriam 


Clarence M. Gordon 


Clarence M. Gordon, trust officer of the 
Old Colony Trust Company, died in Boston 
on July 31, at the age of 50. Mr. Gordon 
attended Harvard College and received a 
law degree from the Harvard Law School. 
He served with the First American Army 
during the World War. In 1928 he was 
elected trust officer of the American Trust 
Company of Boston. A few years later 
when the company merged with the Old 
Colony Trust Company he was elected trust 
officer, and in 1934 was made trust officer 
of an affiliate bank, the First National 
Bank of Boston. 


Frederic J. Fuller 


After an illness of eight months, Fred- 
erick J. Fuller, vice president of the Bank 
of Manhattan Company, died at the age of 
57. Born in New York City he attended 
St. Francis Xavier College and Columbia 
Law School. For twelve years he was as- 
sociated with the law firm of Davies, Auer- 
bach and Cornell. He then joined the Cen- 
tral Hanover Bank and Trust Company as 
vice president, remaining there until he 
was asked to take over the presidency of 
the New York Title and Mortgage Company 
in 1932. 


Harris A. Colwell 


Harris A. Colwell, vice president and 
trust officer of the Union Trust Company 
of Springfield, Mass., died recently in his 
home in Longmeadow. He had been on 
leave of absence for a year owing to ill 
health. Mr. Colwell was a director of sev- 
eral banks and took an active part in the 
work of many charitable and welfare or- 
ganizations. 


Thomas O. Vinton 


Thomas O. Vinton, widely known 
former president of the old Bank of Com- 
merce and Trust Company, Memphis, Tenn., 
died on July 15. He was seventy-six years 
old. Mr. Vinton was the father of Thomas 
W. Vinton, vice president and trust officer 
of the Union Planters National Bank and 
Trust Company of Memphis. 


Theron R. Field 


Member of one of America’s first families, 
Theron Rockwell Field, chairman of the 
board of the Colorado National Bank of 
Denver, died at his home in Denver on 
July 22. He came to Colorado in 1890 and 
accepted a position with the bank he was 
later to direct. 





Fiduciary Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 
jurisdictions: 


DAKOTAS (NORTH & SOUTH): Perry F. Loucks—Attorney-at-Law, Watertown, S. D. 

GEORGIA: William J. Hobbs—Spaulding, Sibley, Troutman & Brock, Atlanta; Counsel 
for Trust Company of Georgia 

ILLINOIS: R. J. Frankenstein, Jr.—Attorney-at-law, Chicago; associated with Edward 

INDIANA: William H. Krieg—Jones, Hammond, Buschmann & Gardner, Indianapolis; 
Counsel for Indiana State Bankers Association 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 

MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn; Reporter and Lecturer for 
Corporate Fiduciaries Association of Boston 

MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 


apolis; Counsel for First National Bank & Trust Company, Minneapolis 


PROVINCE OF ONTARIO: T. D’Arcy Leonard, K.C.—Leonard & Leonard, Toronto 
FEDERAL TAXATION: Frederick L. Pearce—Morris, KixMiller & Baar, Wash- 


ington, D. C. 


Charitable Trusts—Rule Against Per- 
petuities Not Applicable—Hospital 
Not Per Se Subject of Charity— 
Description of Purposes Held De- 
finite 


Georgia—Supreme Court 


Taylor v. Trustees of Jesse Parker Williams Hos- 
pital, 9 S. E. (2d) 165, May 23, 1940. 


Testatrix provided for establishment of 
hospital out of residue of estate, manage- 
ment to be vested in five Trustees selected 
by Executor. Trustees were to hold prop- 
erty in perpetuity. Under provisions of 
Item XIII, testatrix provided that “only 
women, female children and males under 
twelve years of age be admitted to ‘Jesse 
Parker Williams Hospital,’ for which pro- 
vision is hereinafter made; except in cases 
of grave emergency, the necessity of which 
emergency always to rest with the decision 
of the Trustees of ‘Jesse Parker Williams 
Hospital.’” ‘This Item further stated that 
the desire of the testatrix was to “relieve 
human suffering and distress.” 


Item XVI of the will provided that Trus- 
tees should “have all the rights, powers, 
authority and privileges of Trustees of 
charitable institutions under the laws of the 
State of Georgia.” 


An heir at law filed petition attacking 
the disposition of the residue of the Estate 
as not being in accordance with the laws 
of Georgia for the establishment of a valid 
charitable trust. The Court sustained a 
general demurrer to the petition and plain- 
tiff excepted. 

HELD: Judgment affirmed. 

1. The rule against perpetuities is not ap- 
plicable to valid charitable bequests. 

2. A hospital is not per se a subject of 
“charity” as defined by statute (Code 1933, 
Section 108-203), but is a “charity” if hos- 
pital service is rendered without charge to 
those unable to pay therefor. 

3. Equity has jurisdiction to carry into 
effect charitable bequests where the same 
are definite and specific in their objects and 
are. capable of being executed. In the in- 
stant case, the object of the testatrix to 
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provide “for relief of human suffering” and 
the program under which such relief is 
granted, and the will being considered as a 
whole evidenced an intention to create a 
valid charitable bequest, and was sufficient- 
ly definite and specific to create a valid 
charitable bequest. 


Be (= 


Compensation — Allowance of At- 
torney Fees from Fund 


Indiana—Supreme Court 


Garvin, Receiver, ete. v. Rappaport et al., 25 N.E. 
(2d) 249. 


The appellees were attorneys who repre- 
sented several of a large number of creditors 
of a bank in receivership, who, in an action 
against the receiver litigated to the Supreme 
Court of Indiana, excluded the common 
creditors from sharing in the funds in the 
hands of the receiver and secured all of 
said funds for the benefit of their clients 
and all other similar preferred creditors of 
the bank. The receivership funds were in- 
sufficient to pay even the preferred creditors 
in full. 

The appellee attorneys had been desig- 
nated by all other attorneys representing 
preferred creditors, with the consent of the 
trial court, to bring and prosecute the test 
case against the receiver. After securing 
the fund for their clients and the other 
preferred creditors similarly situated, the 
appellee attorneys petitioned for and se- 
cured from the trial court having jurisdic- 
tion of the receivership, the allowance of 
their attorney fees out of the fund avail- 
able for distribution to their clients and 
other preferred creditors similarly situated. 
The lower court allowed the fees. 

HELD: Reversed. 

The case has distinction solely because 
it stands alone as contrary to almost all 
other American authority. The Supreme 
Court attempted to distinguish the case of 
Sprague v. Ticonac National Bank, 307 U. 
S. 161, in which the United States Supreme 
Court went much further in applying the 
well recognized principle that a_ benefit 
unofficiously conferred by one upon another 
should in equity be paid for, than the 
Supreme Court of Indiana was asked to go 
by the appellee attorneys. 

There are numerous American cases 
which, if followed by the Supreme Court of 
Indiana, would have compelled the allow- 
ance of the appellee attorney’s fees. Nolte 
v. Hudson Navigating Company, 47 F. 


TRUSTS and ESTATES—August 1940 


(2d) 166; Trustees v. Greenough, 105 U. S. 
527; Buford v. Tobacco Growers Co-Op. As- 
sociation, 42 F. (2d) 791; Carbon Steel 
Company v. Slayback, 31 F. (2d) 1702; 
Rivers v. Patty, 74 Miss. 381; Allan v. City 
of Omaha, 136 Nebr. 620. 

Garvin v. Rappaport is severely crit- 
icized in a note in 53 Harvard Law Review, 
1385. 


a 


Distribution—Rights of Inheritance 
by Adoption—Formal Compliance 
With Statute Necessary 


Iowa—Supreme Court 
Sheaffer v. Sheaffer, 292 N. W. 789; June 18, 1940. 


Plaintiffs commenced a suit to partition 
real estate, as heirs of O. W. Sheaffer, who 
died intestate in 1938, naming as defendant 
one Robert James Sheaffer, purported adopt- 
ed son of Carl Sheaffer, who was a son of 
the intestate. Petition alleged that Carl 
Sheaffer and his wife had executed articles 
of adoption, by which they intended to adopt 
Robert, but that articles were not recorded 
as prescribed by statute, and that, there- 
fore, defendant was not an heir. 

Defendant, by answer and cross-petition, 
admitted the articles of adoption were not 
recorded as required by law, but set out 
facts and circumstances constituting an 
adoption by estoppel. The plaintiffs filed a 
motion to strike the allegations of adoption 
by estoppel in defendant’s answer. This 
motion was sustained, and an appeal was 
taken from the ruling. 

HELD: (1) Rights of inheritance are 
not acquired by an adopted child, unless 
there is compliance with the mandatory 
provisions of the adoption statutes, and re- 
cording of articles of adoption is essential 
to statutory adoption. 

(2) Cases where facts and circum- 
stances show a contract to adopt according 
to statutory law, acted upon by both par- 
ties, are distinguishable, because in them 
the child participates in the estate of the 
adoptive parent by virtue of contract and 
not because of a right of inheritance. 

(3) Robert James Sheaffer cannot par- 
ticipate in the estate of O. W. Sheaffer by 
inheritance because he is not an adopted 
son. 
(4) Although adoptive parents and their 
privies may be estopped from asserting the 
invalidity of the adoption proceedings, the 
defense of estoppel is not available against 





the plaintiffs in this suit, because they are 
not in privity with Carl Sheaffer, but in- 
herit directly from O. W. Sheaffer. 


—$$—$_$__$_—_ 9 
Distribution — Validity of Ante Mor- 
tem Release of Share by Heir 


South Dakota—Supreme Court 


In re McGillick’s Estate, 293 N. W. 185. 


In sustaining an agreement to reliquish 
the entire share in an estate ofan heir there- 
of to her brothers and sisters, the court 
said: 

“The doctrine approved by the weight of 
authority is that ‘a release by an heir or 
distributee, made to the ancestor before the 
latter’s death, where supported by an ad- 
vancement to the heir or distributee or 
other consideration and freely and fairly 
made, is binding on the heir or distributee.’ ” 

The Court further considered the conten- 
tion that the agreement should not be en- 
forced because the consideration paid was 
trifling compared to the amount she would 
have received as an heir, and held that 
that question could not be raised (citing 
numerous cases collected in the notes in 28 
A. L. R. 427). 


saeaesi ites iene 

Distribution — Wife’s Interest in 
Spendthrift Trust Created by Hus- 
band in Consideration of Release 
of Dower Subject to Garnishment 


Illinois—Appellate Court 


Balaban v. Willett, 395 Ill. App., May 22, 1940. 


Husband set up a spendthrift 
trust for the benefit of his wife 
whereby she was guaranteed a 
stated sum annually in com- 
plete, final and effective settle- 
ment of their respective rights 
in and to the property of each 
other. One of the wife’s cred- 
itor’s garnisheed the trustee. 


HELD: Wife’s interest in 
trust was in effect purchase 
money for surrender of dower 
interest, and what she did 
amounted to nothing more than 
the purchase of an annuity by 
her or the creation of a spend- 
thrift trust by her in her own 
favor. The proceeds of the 
trust, therefore, are subject to 
garnishment by her creditors. 
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Distribution—Widow Takes Devise as 
Purchaser and is Preferred Over 
Remainder in Payment of Debts 
and Expenses—Claims Filed After 
Statutory Period 


Minnesota—Supreme Court 


Pauline Paulson v. Charles A. Swenson, Admin- 
istrator c.t.a. et al., July 12, 1940. 


Mr. Paulson died testate, leaving all of 
his personal property to his widow and de- 
vising her a life estate in a farm which was 
not his homestead. The remainder was de- 
vised to respondents other than respondent 
administrator. The widow elected to take 
under the Will. After more than one year 
following the court order to present claims, 
a bank filed two claims which were allowed 
without opposition from the administrator 
and which were paid. 


The personal property being insufficient 
to pay debts and expenses, the farm was * 
sold under court license. The proceeds 
were comingled with other funds of the 
estate. The amount finally remaining for 
distribution was less than the value of the 
widow’s life estate in the farm. 


HELD: 1. By statute claims are re- 
quired to be filed within four months (for- 
merly six months) from the date of the or- 
der for hearing on claims, or, upon notice 
and cause shown, within one year after the 
date of the filing of the order. The orders 
allowing the bank’s claims were void for 
want of jurisdiction as the claims were not 
contingent and were not filed within the 
required year. The account of the admin- 


“‘And to my nephew, Salvatore Bastiani, I do will and be- 
queath five cents subway fare back to Brooklyn.’ ” 

—Reprinted by special permission of The Saturday Evening 
Post, © 1940 Curtis Publishing Co. 
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istrator was surcharged by the amount paid 
on the elaims. 

2. By statute one third of the realty and 
personalty of a decedent descends to the 
surviving spouse, subject to taxes, debts, 
and expenses of administration, but free of 
testamentary disposition to which the sur- 
vivor has not consented in writing or by 
election to take under the Will. By elect- 
ing to take under the Will the widow took 
her devise as purchaser, for which she paid 
consideration by surrendering her claim to 
her share by descent. Being founded upon 
consideration, her devise is entitled to pre- 
ference in payment over other legacies or 
devises of the same class which are mere 
bounties. As the remainder was first 
charged with payment of the debts and 
expenses and as the value of the life estate 
exceeds the sum on hand for distribution, 
the widow is entitled to the whole fund. 


sites 


Powers—Limitations—Trustee Can- 
not Give Away the Estate 


Massachusetts—Supreme Judicial Court 
Clune v. Norton, 1940 A. S. 1101; June 25, 1940. 


H and W conveyed real estate to A in 
trust to allow H and W the income or oc- 
cupation, and after their deaths to hold for 
their children in such manner as A in his 
absolute discretion should decide, his exer- 
cise of discretion not to be questioned by 
anyone. After W’s death A reconveyed the 
property to H, without consideration, the 
deed not being recorded. H by his will de- 
vised it to X. 

HELD: A trustee has no power to give 
away the estate, and the deed to H was 


ee 


Taxation—Estate—Where Power is 
Exercised to Appoint Same Persons 
to Lesser Estates Than They Al- 
ready Had Under Will of Donor, 


Property Held to “Pass” Under 


Will of Donor 
United States—Third Circuit Court of Appeals 


Rothensies, Collector v. Fidelity-Philadelphia Trust 
Company et al. (Estate of Hopper), decided April 
23, 1940, (not yet reported). 


The decedent (mother). by her will ap- 
pointed her children to lesser estates than 
they would have taken under the will of 
their grandfather (the donor of the power) 
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in default of any appointment by the 
mother. 

After a careful analysis of the decisions 
on the subject, including Helvering v. 
Grinnell, 294 U. S. 158, the Court held 
that under the law of Pennsylvania the 
property did not “pass” from the mother 
to the children under such an appointment; 
that the effect of the appointment of the 
same persons to lesser estates, was merely 
to limit or reduce estates already vested 
under the will of the grandfather; and that 
such property, therefore, under the terms 
of the taxing statute is not includable in 
the mother’s taxable estate. 
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Taxation — Income — Annuity Pay- 
ments Held to Be Capital Not 
Liable for Income Taxes 


England—King’s Bench Division 
Southern-Smith v. Inspector of Taxes, 1940 Eng. 
W. N. 240. 


The plaintiff appealed against income tax 
assessments in respect of payments made 
to her by the Equitable Life Assurance So- 
ciety of the United States in pursuance of 
a “refund annuity” contract made between 
the Assurance Society and her brother, the 
annuitant. The society, in consideration of 
the payment by the annuitant of a sum 
called “capital invested” agreed to pay him 
an “annual annuity” during his lifetime. 
The society guaranteed that while the ag- 
gregate amount of such annual payments 
might amount to more, it should not in any 
event amount to less than the capital in- 
vested, unless the contract were determined 
by surrender. 

In the event of the death of the annuitant 
before the annual sums paid equalled the 
amount of the capital invested, the society 
undertook to continue payments of the an- 
nuity to the plaintiff, until the total amount 
of the payments made under the contract 
should equal the amount of the capital in- 
vested. If the annuitant and beneficiary 
should both die before the sum of the an- 
nual payments equalled the amount of the 
capital invested, subsequent payments were 
to be made to the personal representatives 
of the last survivor of the annuitant and 
the beneficiary. 

After the contract had been in force for 
two years, and while the sum of the annual 
payments had not equalled the capital in- 
vested, it might be surrendered by the an- 
nuitant for its cash surrender value, which 
was to be the commuted value, discounted 





at 4 per cent compound interest, of the re- 
maining annuity payments necessary to 
complete the capital invested. 

The annuitant died before the sum of the 
annual payments received by him had 
amounted to the capital invested. The so- 
ciety had made each year since his death 
a payment to the plaintiff. 

The plaintiff contended that these pay- 
ments were capital, not income, being an- 
nual instalments of a fixed capital sum in 
respect of which the company became in- 
debted to her on the death of the annuitant. 

HELD: The appeal was allowed, the 
Court being of the opinion that the contract 
was for the payment of the capital in any 
event and that the payments made to the 
plaintiff were capital. 

Reported by T. D’Arcy Leonard, K.C. 
——$—$— 
McCloy on Bar Committee 


Joseph F. McCloy, of the New York 
Bar who has long been a contributor of 
occasional articles to Trusts and Es- 
tates on taxation, has recently been ap- 
pointed a member of The State and Fed- 
eral Taxation Committee of the Real 
Property, Probate and Trust Law Sec- 
tion of the American Bar Association. 


New Laws on Double Taxation 


Under the terms of a statute (Public 
Act No. 737) recently enacted by Con- 
gress, the position of the District of 
Columbia with regard to the taxation 
of intangibles has been clarified. The 
law provides that “credits, securities, 
and other intangible personal property 
within the District not employed in 
carrying on any business therein by the 
owner shall be deemed to be located at 
the domicile of the owner for purposes 
of taxation under this title, and, if held 
in trust, shall not be deemed to be located 
in the District . . . solely because of the 
trustee being domiciles in the District. 

Alabama has dealt with the double 
taxation problem by recently enacting 
a reciprocal exemption statute. It is 
effective only with respect to property 
of individuals domiciled in states grant- 
ing a similar exemption, nor does it 
apply to intangibles used in carrying on 
a business within the state, or to the 
case where no other state taxes the 
transfer. 
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Brooklyn Trust Explains “Dodgers” 
Situation 


George V. McLaughlin, president of the 
Brooklyn Trust Company, has issued a 
statement clarifying the connection of his 
institution with the Brooklyn Baseball Club, 
following newspaper stories that fight pro- 
moter Mike Jacobs was interested in pur- 
chasing the club. In the statement, Mr. 
McLaughlin pointed out that the Trust 
Company does not own any stock in the 
Dodger organization, but holds 50 per cent 
of the outstanding shares as trustee of the 
estate of the late Charles H. Ebbets, whose 
will requires “the sale of the stock to the 
best advantage.” The bank does have an 
interest in the club in that it has made ad- 
vances to it in order “to enable the club 
to continue its normal operations and thus 
provide the Brooklyn public with the kind 
of baseball to which we believe Brooklyn is 
entitled in recognition of its loyalty.” 

Mr. Jacobs was given an interview, but * 
the stock was not offered for sale nor was 
any price mentioned. Two responsible and 
respected backers were mentioned. Since 
this interview in July, there have been no 
further negotiations. Mr. McLaughlin em- 
phasized that the Trust Company is “pre- 
pared to discuss with any responsible per- 
son” the sale of the club, “with the express 
understanding that the names of the prin- 
cipals be disclosed and acceptable to the 
baseball authorities.” 


a 
Casani’s Estate Reversed 


The Orphans Court of Philadelphia 
County has reversed the decision of one of 
its members in Casani’s Estate which had 
held that one year is the limit within which 
to sell non-legal securities received by exe- 
cutors and trustees as original investments. 
The Court, speaking on August 2 through 
Judge Allen M. Stearne, stated that the 
“reasonable time” limit must be determined 
according to the circumstances of each case, 
bearing in mind common skill, prudence and 
caution. 

—_———$—$——$ 

Federal Circuit Judge Robert P. Patter- 
son has authorized the New York Trust 
Company to act as settlement fund agent 
to effect the settlement of the inter-company 
claims of the Interborough Rapid Transit 
and Manhattan Railway companies. This 
is a step in the process of clearing the way 
for unification of the city’s transit facilities 
under municipal ownership. 
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